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TUESDAY, APRIL 5, 1960 


U.S. SENATE, 
SUBCOMMITTEE ON GOVERNMENT PROCUREMENT 
OF THE SELECT COMMITTEE ON SMALL Business, 
Washington, D.C. 

The subcommittee met, pursuant to notice, at 10:15 a.m., in room 
318 (the caucus room), Old Senate Office Building, Washington, 
D.C., Senator George A. Smathers (chairman) presiding. 

Present: Senators Smathers and Engle. 

Also present: Walter B. Stults, staff director; William T. MeInar- 
nay, counsel; Harold Putnam, counsel; William D. Amis, profes- 
sional staff member; J. L. Anderson, professional staff member ; 
Warren Cikins, legislative assistant to Senator Engle; Ernest 
Warden, legislative assistant to Senator Schoeppel; Richard Dasch- 
bach, legislative assistant to Senator Long; Catharine L. Guyon, 
legislative assistant to Senator Scott. 

Senator Smaruers. The meeting will come to order. 

This morning the Subcommittee on Government Procurement begins 
4 days of public hearings on the subject of negotiated defense con- 
tracts. Our principal objective during these hearings will be to become 
better acquainted with the procedures used in negotiating contracts 
and to find out just how much competition is present in these nego- 
tiated awards, 

Of primary concern to us will be those defense contracts negotiated 
with a single source. The military departments have furnished the 
subcommittee with a machine tabulation of all so-called sole source 
purchases made during the last quarter of fiscal 1959. 

Of the total 38,251 actions amounting to $7.3 billion awarded by 
the military departments during the 3-month period, the tabulation 
reveals that more than 19,000 of these actions, totaling in excess of 
$5.6 billion, were negotiated with a single source. Some of the actions 
so listed undoubtedly contain elements of design competition. Ob- 
viously, many did not. The Congress would like an explanation of 
the large volume of procurements let on a sole-source basis. To the 
extent that competition might have been available, such actions are 
conceivably in direct conflict with the congressional policy of fostering 
competition in Government procurement. 

The practice of negotiating with but a single source for defense 
requirements tends to negate the good efforts in the Defense Depart- 
ment and other agencies directed toward increasing small business 


participation. It also unnecessarily adds to the already extensive 
burden of defense. 
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The Comptroller General and our subcommittee have evidence of 
the fact that competition reduces the cost of military equipment by no 
less than an average of 30 to 40 percent. Since the Defense Depart- 
ment contracts for some $20 billion a year, the shortsightedness of 
buying only from one source, except where absolutely necessary, is 
readily apparent. 

The military departments have of late begun to concentrate more 
heavily upon the problem of maintaining a reasonable level of com- 
petition. The Army, Navy, and the Air Force are, at certain installa- 
tions, working to reduce sole source purchases. They are to be com- 
mended for the steps they are taking. We would like, however, to 
see a priority assigned to this task consistent with the known savings 
that such a program can effect. 

Along with the subject of sole source, we want to learn more about 
the actual details of negotiating contracts. Here to tell us about this 
subject are procurement personnel from several military installations, 

Before you proceed, gentlemen, I should like to say that Senator 
Proxmire wanted to appear in person before this committee today but 
unfortunately other commitments made that impossible. He has sent 
me a letter along with his statement which I am happy to include in 


the record at this point. 
(The letter and statement referred to follow:) 
U.S. SENATE, 
COMMITTEE ON BANKING AND CURRENCY, 
April 5, 1960. 
Hon. George A. SMATHERS, 
Chairman, Subcommittee on Government Procurement, Committee on Small 
Business, U.S. Senate, Washington, D.C. 

DEAR GEORGE: I sincerely regret that I cannot appear in person before your 
subcommittee today as I had planned to do. You know I am in full sympathy 
with what you are trying to achieve and will continue to seek ways to help 
small business get contracts in this jungle of military procurement procedures. 
In the near future my subcommittee on Small Business of the Banking and 
Currency Committee will be looking further into the problem of how small 
business can obtain a greater share of the subcontracting done in military 
procurement. 

Thank you for the opportunity to submit the attached statement, and for 
inviting me to appear. 


Sincerely, 
WILLIAM PrRoxMIRE, U.S. Senator. 


PREPARED STATEMENT OF SENATOR WILLIAM PROXMIRE 


Mr. Chairman, I appreciate the opportunity to testify before your committee 
in your inquiry into the procurement procedures of the Department of Defense 
and the three military departments. I understand that you will place particular 
emphasis in these hearings on advertised versus negotiated procurements and 
upon contracts that are negotiated with a single source. I will attempt to 
limit my comments to this area. 

I would first like to say that your committee is to be commended for conducting 
this inquiry into this very complex and vitally important phase of Government 
procurement. I share your concern over the fact that an overwhelming amount 
of procurement contracts are entered into by negotiation rather than formal 
advertising. Statistics show that 86.4 percent of the total defense dollar awards 
are made through negotiation. I share your concern also that a very large 
percentage of these negotiated contracts is negotiated with a sole source, hence 
effective competition is lacking. Competition is an ingredient which I feel is 
absolutely necessary since it has been shown over and over again that com- 
petition in Government procurement results in savings to the Government and, 
in most cases, results in the delivery of a better product. 
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Figures furnished to the Congress by the Department of Defense show that 
in the past fiscal year new procurements, excluding intragovernmental and 
modifications of existing contracts, totaled $16,247,263,000; of this amount, 
$8,237,830,000, or 50.7 percent are negotiated with a sole source. Another report 
issued by the Department of Defense shows that in fiscal 1959 of the $22,591,- 
800,000 net value of military contracts awarded, $16,681,300,000, or 73.8 percent 
were awarded to 100 companies. Breaking this down to an even more interesting 
figure, only 20 companies received 50.6 percent of the total procurement dollar. 

The explanation given for this trend is the complexity of new weapons and 
the exigencies of time. I cannot believe that the lessening of effective competi- 
tion, which the negotiation method of procurement brings about is desirable, or 
that competition would lengthen the time of delivery in most cases of needed 
weapons. Rather, it seems to me competition would stimulate delivery and 
also add incentive to competing companies to provide better products. I hope 
the time will never come when we in this country will have to abandon the 
principle of full and free competition through equal opportunity. 

This concentration of Government procurement dollars in a mere handful of 
companies, and the tremendous use of sole source negotiation by the Department 
of Defense, should be of great concern to everyone in the country; but it is of 
particular concern to those of us who are devoted to the task of securing for 
small business a just share of the Government procurement dollar. The drift 
away from advertised procurement is particularly harmful to our small business 
community, since small business receives only 10 percent of all negotiated awards 
as compared to a very creditable 53 percent of advertised awards. 

It is understandable that some of the large and more complex procurement 
contracts which the Department of Defense enters into cannot be performed 
by small business. However, there are many that small business can perform, 
and I am confident that, if more small businesses were given knowledge of the 
items needed by the Government, they could successfully compete for more of 
these contracts. This lack of knowledge among our small businesses of what 
their Government is buying is constantly being brought to my attention by my 
constituents. 

One of the best ways to provide the public with this information is to make 
sure that more procurements are published in the daily Synopsis published 
by the Department of Commerce. The Senate Banking and Currency Committee 
has pending before it a committee bill which contains the provisions of a bill 
introduced last session by Senator Hart, of Michigan. This provision would 
require the Secretary of Commerce to publish in the Synopsis all defense pro- 
curements of $10,000 and above and all civilian procurements of $1,000 and 
above, except procurements involving perishables and procurements involving 
national security. 

I am informed that the Department of Defense claims that with its new 
directive issued February 5, 1960, regarding publication of procurement actions 
in the daily Synopsis, 40 percent of the total number of procurements will be 
published. I believe that this figure can and should be increased. If this 
bill is enacted, and I hope that it will be, more procurements will be publicized 
and consequently more small businesses will know what their Government is 
buying. This committee bill would also enable more small businesses to par- 
ticipate in subcontracts, since it embodies also the provisions of S. 2032 intro- 
duced by Senator Sparkman. 

Another method to secure more participation by small business in Govern- 
ment procurement and reduce the number of sole source procurements is to 
make more drawings and specifications available which are suitable for formal 
advertising. It is often the case at the present time that certain items are re- 
peatedly procured from the same sole source mainly because of the failure of 
the procuring agencies to provide drawings and specifications. Procurement 
contracts should provide, wherever practical that engineering drawings and 
manufacturing data should become the property of the Government. This would 
result in this data being used in subsequent reprocurement and it would serve 
to broaden the base of potential sources of supply for these items. When this 
base is broadened, more small businesses will be qualified to bid on these 
items and, when you consider the volume and cost of equipment acquired an- 
nhually, this could result in quite a significant increase in small business 
participation. 

I realize that some effort has been made along this line by the Department 
of Defense, but much more needs to be done in implementing policy which could 
result in a tremendous advantage to the Government and to small business. 
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There is I suppose a basic conflict between the desire of the military depart- 
ments to obtain the best equipment possible with the least effort and in the 
least time possible, and, on the other hand, the desire of Congress that the 
greatest degree of competition be maintained. The engineers and technicians 
of the various procurement agencies as well as the line officers responsible for 
the use of the equipment know that if company A is in production of a particular 
piece of equipment, that company can probably supply good material faster than 
if the procurement is put out on bid and some small outfit who has never pro- 
duced the item before gets the bid. They fear that perhaps the new company 
will not really understand all the technical problems involved, may not have 
sufficient trained personnel, and in general, they are loyal to their old brand. 
The bigger companies have enough technical personnel to furnish to the services 
to help them solve their problems; it is perfectly natural that the service 
personnel should be strongly disposed to use one of the many exceptions avail- 
able under the Armed Services Procurement Regulations to ask for a contract 
negotiated with one or two companies. 

No one would deny that often the best interests of the country can be served 
by routing orders to a well-established company who thoroughly understands 
the needs to be met and has great experience in producing the needed equip- 
ment. But there is another side of the story. 

Much of the advantage which these larger companies enjoy is the result of 
Government action in the first place. During World War II, and to some extent 
during the Korean war, the urgency of getting new kinds of equipment was even 
greater than it is today. The national emergency required that the services 
go to the companies who had the big research staffs and ask them to produce 
equipment to meet a particular need as quickly as possible and in as large 
quantities as possible. Even today the companies who have the means to do 
research must be relied upon heavily to meet defense needs. Once a company 
has developed a product, the experience it has gained gives it a tremendous 
edge in later production. 

Small business representatives and even the contracting officers themselves 
are in a relatively weak position when they attempt to contest the recommenda- 
tions of the technical personnel that equipment should be purchased from a par- 
ticular source because of its superior quality. 

It seems to me that this practice of the technical sections making recommenda- 
tions as to what source should receive a contract is one which ought to be care 
fully looked at. There may be cases where this is necessary, but it would seem 
to me that if the specifications are well written, if the contracting officers make 
use of their facilities for checking on the ability of companies to make the 
products they bid on, the choice of sources could be left to competition to a 
much greater extent than is now the case. 

Small business could also obtain larger participation in defense procurement 
if there could be greater efforts made by the Department of Defense in its break- 
out program. Under the breakout program, components, or subsystems, originally 
obtained from a weapons system prime contractor, are in subsequent procure- 
ments obtained from other contractors or provided from Government-owned in- 
stallations. If this program is pushed, I am sure that small businesses will be 
able to obtain many of these contracts for items that are now being made by the 
prime contractor. 

There is another aspect to this increase in sole source negotiation for Govern- 
ment procurement, which gives me great concern. This is the increasing activity 
of retired high ranking military personnel as representatives of certain big 
concerns extensively engaged in Government procurement work. 

It has been alleged that some of these retired military men have exerted 
great influence in the securing of contracts for their companies. Negotiation, 
by its very nature, lends itself to a more personal relationship between the 
representatives of the negotiating parties. It is not out of all bounds of reason 
to suppose that in many cases the negotiators on both sides of the table have 
been shipmates in the past. This presents, in my judgment, an ethical problem 
of great importance and should be a matter which both the Congress and the 
Department of Defense should keep constantly in mind. 

In summary, Mr. Chairman, I believe that small business is being denied its 
just share of the Government’s procurement dollar by the increasing use by the 
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Department of Defense of sole source negotiations. If it could be possible for 
small businessmen to be more completely informed as to the nature of the prod- 
ucts that the Government is buying, small business would be able to compete 
and I believe that more competition would result in large savings to the Gov- 
ernment and better products would be secured. 


I realize that there are items which for security reasons should not be adver- 
tised and also items of such complexity that formal advertisement is unjustified. 
But I am convinced that negotiation is being used in many instances where the 
interests of the Government could best be served by formal advertising. Even 
in these instances of sole source procurements, the procuriug agency should be 
alert to the possibility of having engineering data and drawings made available 
for the use by the Government. In this way many items could subsequently be 
made available under advertised procedures. The breakout program should also 
be implemented and used by the Department of Defense whenever possible. 

I am convinced that too much emphasis is being placed by the Department of 
Defense on negotiation with a sole source, because it is the easiest method for 
them to use. They are not permitting small business to participate to the extent 
it rightfully should in our defense effort, and both the country and the small 
business community suffer from this lack of full participation. 


Senator Smatuers. The first group of witnesses represents the Con- 
tracts Division of the Navy Bureau of Ships. These gentlemen are 
all in place, I believe. We will ask them to give us the benefit of their 
expert knowledge. 

Our first witness is Capt. Gordon W. Underwood, U.S. Navy, Di- 
rector of Contracts, Bureau of Ships. 


STATEMENT OF CAPT. GORDON W. UNDERWOOD, USN, DIRECTOR 
OF CONTRACTS, BUREAU OF SHIPS, DEPARTMENT OF THE NAVY; 
ACCOMPANIED BY COMDR. JOHN PAUL JONES, USN, TECHNICAL 
STAFF; DANIEL E. WEATHERLY, JR., ASSISTANT DIRECTOR OF 
CONTRACTS AND CONTRACTING OFFICER; MICHAEL CHEMSAK, 
SMALL BUSINESS SPECIALIST; EDWARD KOCH, NEGOTIATOR 
AND CONTRACT ADMINISTRATION OFFICER; SAMUEL PINN, 


COUNSEL, AND GEORGE MAHAFFEY, SUPERVISORY ELECTRON- 
ICS ENGINEER 


Captain UNpERwoop. Mr. Chairman and members of the subcom- 
mittee, [ am Captain Underwood, Director of Contracts for the 
Bureau of Ships. 

I would like to introduce the members of the group I have with me. 
This is Mr. Weatherly, my Assistant Director of Contracts on my 
right. Next to him is Mr. Koch, the head of the electronics pur- 
chasing branch, and he is in the category of the negotiator that you 
asked for, and also administrative contracting officer. Mr. Weatherly 
will take the place of the contracting officer that was asked for. 

Senator Smatuers, All right, sir. 

Captain Unperwoop. On my left is Commander Jones from the 
Technical Logistics Section of the Bureau, and next to him is Mr. 
Chemsak from the Small Business Office of the Bureau of Ships. 

Senator Smatuers. All right, sir. 

Captain Unperwoop. I have a few remarks in my opening state- 
ment if I may read them, sir. 


Senator Smaruers. Yes, Captain, you go right ahead. 
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Captain Unperwoop. The Bureau of Ships is glad to have this op- 
portunity to explain to you its procurement policies and procedures— 
particularly as they affect small business. 

The Bureau established a Procurement Information Office spe- 
cifically to assist small and other firms in doing business with the 
Bureau in December 1949. This was before the formalized small 
business program. 

Our procedures require all purchase requests to go through the 
Small Business Office of the Bureau before being acted upon by the 
Contr act Division. The purchase requests are reviewed by the Bu- 
reau’s small business specialist, Mr. Chemsak, and the Small Business 
Administration representative who has a desk in Mr. Chemsak’s office. 
They determine what procurements are suitable for small business 
and so indicate on the purchase request, along with recommendations 
for publicizing and determination of partial or total set-aside. It 
is here that the small business potential of the Bureau’s program is 
derived. 

In considering the small business potential, we must take into ac- 
count the type ‘of equipment and services we procure. The great 
majority of our purchases are for large, complex ships or major 
components, and for the research and dev elopment work leading up 
to such purchases. ‘The off-the-shelf, firm specification, multiple pro- 
curement material, more common to small business production is 
mainly procured by the Bureau of Supplies and Accounts or its supply 
depot organization. 

Our small business potential in prime contracts is about 10 to 12 
percent of the funds available to us. On the average, 75 percent of 
this potential has gone to small business. What is more representa- 
tive of our efforts to place procurement with small business is the 
number of contractual actions that are involved. Last year over one- 
half, 53.7 percent, to be exact, of the total contractual actions in the 
Bureau of Ships were placed with small business, amounting to some 
4,800 actions. This was about 75 percent of the number of actions 
considered smal] business potential. 

Not included in these statistics are the benefits small business de- 
rives from the Department of Defense subcontracting small business 
program. In this program, we encouraged holders of contracts valued 
at over $1 million to participate in facilitating small business par- 
ticipation by setting up their own small business organization. 

Of the 56 companies that Bureau of Ships has been directed to 
sponsor, reports indicate that as of June 30, 1959, 38 percent of the 
funds expended in subcontracting went to small business. Inci- 
dentally, this participation in the program is now mandatory for 
holders of contracts for over $1 million. 

I am acting as spokesman for this group. However, I do not in- 
tend to do all the talking. On detailed questions, these people may 
have more exacting information than I have. I expect to call on them, 

Senator Smaruers. Fine, Captain. 

Captain Unperwoop. The group, while from several organizational 
parts of the Bureau, acts together as a team in procurement actions, 
and is representative of the team concept utilized in all major pro- 
curements in BuShips. In the Bureau of Ships we consider the small 


} 


—S —— Fb mle lm 


oa 





at 
or 


rO- 
1s 
oly 


12 
of 
ita- 
the 
ne- 
the 
yme 
ons 


de- 
ness 
‘ued 
par- 


1 to 
the 
nel- 
for 


t. in- 
may 
hem. 


ional 
10Ns, 

pro- 
small 


GOVERNMENT PROCUREMENT—1960 7 


business program to be everybody’s business and the responsibility, 
therefore, belongs to the w hole team. 

We will be glad to answer any questions you may have. 

That concludes my statement, sir. 

Senator Smatuers. Thank you, Captain. 

Counsel McInarnay, I understand you have some questions you wish 
to ask. 

Mr. McInarnay. Mr. Weatherly, are you here today as the con- 
tracting officer, or both you and Mr. Koch? 

Mr. Weatuerry. That is right, sir. 

Mr. McInarnay. Mr. Weatherly, what is the total, what is the 
actual limitation on the dollar value of contracts you may negotiate ? 

Mr. WraTueERLY. With certain exceptions we have final authority to 
award contracts up to $300,000 without further referral and review. 
Over $300,000 these contracts before award are referred to the Office of 
Naval Material for review and approval prior to award. In the case 
of procurements citing 10 U.S.C. 2304(a) (10) and utilizing ASPR 
3-210.2 (XIIT) referral is made in cases over $50,000. In addition, 
certain types of proposed contracts must be approved by the Office of 
Naval Material regardless of the amount. ‘These ine lude letter con- 
tracts, contracts containing spec} ial pr ice revision clauses, and con- 
tracts providing for retroactive price redetermination after com- 
pletion. 

Mr. McInarnay. Mr. Koch, you are authorized to sign contracts, 
too, are you ¢ 

Mr. Kocn.’ That is right. 

Mr. McInarnay. What is the dollar limitation on your authority ? 
Mr. Kocu. Well, in general, the dollar authority is the same as Mr. 
Weatherly has just stated. The dollar value of the contracts them- 
selves is unlimited. That is, once they have been approved by the 
Office of Naval Material, there is no limitation on the dollar value 

of the contracts we may sign. 

Mr. McInarnay. How many contracting officers are in the Contract 
Division of the Bureau of Ships? 

Mr. Weatuerty. In the Contract Division, the contracting officers 
are Capt. Gordon Underwood, the Director; myself; the heads of 
our three purchase branches, which are the Shipbuilding Branch, Mr. 
Brockman; the Electronics Branch, Mr. Koch; the Hull and Ma- 
chinery Branch, Mr. P. J. Pyrek, and their assistants to each of these 
branch heads. 

Mr. McInarnay. With 10 then, 10 contracting officers ¢ 

Mr. Weatuerty. About eight, I believe, Mr. McInarnay. 

Mr. McInarnay. Roughly, how many actions over the course of a 
month over $2,500 go through your office ? 

Mr. Wearuerty. It is a little difficult to answer offhand, Mr. Mc- 
Inarnay, but may I answer it this way: In the course of a year we proc- 
ess approximately 3,400 new contracts, awards of new contracts, and 


I would say that approximately 500 or 600 of those would be of 
amounts over $300,000 limitation. 
Mr. McInarnay. T see. 





Edward Koch, negotiator and contract administration officer. 
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Mr. Weatuerty. These are approximate figures, of course. We can 
supply better figures for the record, if you so desire. 

Mr. McInarnay. So that 3,400 actions per year are handled by the 
men you just mentioned, the 8 contracting officers / 

Mr. Weatuerty. That is correct, sir. These are new procurement 
actions. These numbers do not include amendments to existing con- 
tracts. 

Mr. McInarnay. Do the amendments take just as long to process as 
the new procurement ? 

Mr. Weatuerty. No, sir. The administrative detail and work is for 
the most part less than the processing of amendments to contracts than 
they are of the processing of a new contract. 

Mr. McInarnay. You have 3,400 new procurements and you have 
roughly 300 a month or about 15 a day for the 8 contracting officers to 
handle, is that correct ? 

Mr. Weatuerty. That is roughly correct. On an average, sir; yes, 
sir. 

Mr. McInarnay. On an average again, about how long does it take 
of your contracting officers’ time to process a contract ¢ 

Mr. Weatrnerty. The procurement cycle for the award of a con- 
tract through the Bureau of Ships is an average of approximately 130 
days, 130 to 140 days. 

Mr. McInarnay. How much of your time is involved in the 130 
days? 

Mr. Weatuery. That is almost an impossible question to answer, 
Mr. McInarnay. 

Mr. McInarnay. Captain Underwood, when a purchase request 
comes in—in the first place, where do they come from? Is there a co- 
ordinated place that receives purchase requests from the field before 
your office gets them, or do they come directly from the field to you’ 

Captain Unperwoop. The purchase requests that we handle are 
originated in the technical sections of the Bureau. The shipbuilding 
ones come from the ship-type lists, Mr. McInarnay, and the ones from 
components originate in the Technical Logistics Section of which 
Commander Jones is a member. 

The only exceptions to that are the military, so-called MIPR’s which 
come from other Department of Defense organizations. They are 
processed through the technical section before they come to us, so in 
a sense, all the procurement requests that we handle are handed down 
to us by the technical sections. 

Mr. McInarnay. I see. 

Captain Unperwoop. And they come in—we have one code 1736 
which is the entrance gate for all procurement. requests, and as I men- 
tioned in my opening statement, all of them from there go through 
the small-business office before going to our procurement and plan- 
ning section. 

Mr. McInarnay. That is Mr. Chemsak’s office ? 

Captain Unperwoop. Mr. Chemsak’s office ; yes. 

Mr. McInarnay. Is there a dollar limitation, a bottom level of the 
contracts, that he reviews ? 

Captain UnpErwoop. He reviews all of them. 
Mr. McInarnay. All of them ? 
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Captain Unperwoop. All the purchase requests go through his 
office, so he has a first look-see. 

Mr. McInarnay. If an SBA representative wants to set something 
aside, and there is a disagreement with the contracting officer, the pro- 
curement is stopped, is that correct, until there is a decision ? 

Captain UNnperwoop. It is stopped. The time is very short. I 
might ask Mr. Chemsak to talk to that. 

Mr. McInarnay. Is that correct, Mr. Chemsak ? 

Mr. Cuemsak. The procurement request, if the SBA asks for a 
set-aside, it will be turned over to Captain Underwood’s group with 
a request. We supply the facts for the set-aside to the best of our 
ability as to whether we get adequate competition or not and take 
into consideration the technical codes planning on the document which 
may preclude a set-aside. 

It then goes to Mr. Harrison’s group who works for Captain Un- 
derwood, and if he is not satisfied that the set-aside is in the best in- 
terests of the Government, he will put a rejection on it. It then goes 
back to the SBA representative, and he will either accept it or appeal 
it. I have known of no appeal, not in the last couple of years. We are 
both satisfied with the rejection. 

Mr. McInarnay. Let us suppose a procurement were coming 
through for your review, and it was headed toward a sole source situ- 
ation. Do you have the same authority to stop the procurement until 
it. can be reviewed by Captain Underwood or whoever would make 
that decision / 

Mr. Curemsak. If it is a sole source procurement, we review all the 
facts surrounding the sole source aspect of the procurement. We may 
want to talk to the technical people. We may review the past pro- 
curement history of the document if there has been any past history. 
We then take steps to try to get small business into the act. 

If it is a sole source procurement to small business that is fully jus- 
tified, we take no further action. But if it is justified to a big busi- 
ness, we try to ascertain, first, can it be done by small business, and 
if it cannot, we do our best 

Mr. McInarnay. You really determine whether you can get com- 
petition on this thing, do you not, because if you can get competition, 
small business has its chance along with everybody else / 7 

Mr. Cuemsak. That is right, that is correct. 

Mr. McInarnay. Suppose you have a sole source and you have a 
difference of opinion with whomever you discuss it; now, can you 
say, “Well, let us just take this thing up to Captain Underwood, or 
whoever is the reviewing authority” ¢ 

Mr. Curmsax. We take it to his procurement planning office, and 
we try to resolve it at that stage. We resolve many at that stage. 

Mr. McInarnay. Is it often that you question the sole source pro- 
curements ¢ 

Mr. Curmsaxk. We question them quite often, although the over- 
whelming facts surrounding it precludes us from doing anything fur- 


ther about it because of the justification and the acceptance by the 
contracting officer that it will be a sole source. 








* Michael Chemsak, Small Business Specialist. 
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Mr. McInarnay. Mr. Weatherly, when a purchase request comes 
in from the technician group, has it any designation whatsoever as 
to the method of procurement you are going to use for that item ? 

Mr. Weatuerty. Yes, sir; it has a recommended method of procure- 
ment on the procurement request when it comes to the Contract. Divi- 
sion ; yes, sir. 

Mr. McInarnay. Does it name sources ¢ 

Mr. Weatierty. Yes; it does, sir. 

Mr. McInarnay. Then what happens—what happens to it? Do 
you follow that recommendation generally ? 

Mr. Weatuerty. Not necessarily, sir. We have a group in the Con- 
tract Division known as a procurement planning group. The head 
of this group is Captain Hoard. This group reviews the reasons why, 
if it is recommended as a sole source procurement, the reasons why 
the recommendation has been made as to the sole source. If it is 
possible and proper to put it on a competitive basis, we do so, cer- 
tainly, at that point. 

Mr. McInarnay. So the board review sit at that point; is that cor- 
rect? And determines 

Mr. Weatuerty. It is the Procurement Planning Office, Mr. Me- 
TInarnay. 

Mr. McInarnay. [see. 

Mr. WreaTHERLY. Yes, sir. 

Mr. McInarnay. Then what happens to it? I am trying here, as 
a basis for the next 4 days, to get some of the fundamentals of the 
negotiation process itself; that is my purpose. 

Mr. Wearuerty. All right, sir. If you would like, I will go 
through the process, or the flow of a procurement. 

Mr. McInarnay. If you would do it briefly, I would appreciate it. 

Senator Smatuers. Just a second. Before you do that, let me ask 
a question. I am not clear about a couple of things, and then I want 
to follow up with your thought. 

A moment ago when Captain Underwood was talking, he talked 
about 75 percent potential for small business, of the set-aside for small 
business. Who determines—how do you determine what is poten- 
tially small business ¢ 

Captain UNpERWwoop. Mr. Chemsak, in coordination with the Small 
Business Administration representative; they both examine the pur- 
chase request, each one of them, and see if it is the type which is and 
can be accomplished by small business. In other words, they look 
at each one of them, and pick out those that can be accomplished 
by small business and so designated. 

Senator Smaruers. Is Mr. Chemsak here ? 

Captain Unperwoop. Mr. Chemsak is the small business specialist, 
on the end. 

Senator Smatruers. Who else besides you looks after it ? 

Mr. Cuemsak. The representative of the Small Business Adminis- 
tration. 

Senator Smaruers. You, Mr. Chemsak, are employed by the Navy! 

Mr. Cuemsak. I work for the Chief of the Bureau. 

Senator Smatuers. You work for the Chief of the Bureau. 

Does the Navy control your destiny, so to speak; do they pay you 
and do they move you around ? 
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Mr. Curemsax. The Navy Department does pay me; yes, sir. 

Senator Smatuers. I ask this question now of anybody: Was it not 
a fact that at one time we had Small Business people from the Small 
Business Administration sitting in on these kinds of contracts ? 

Mr. Cuemsak. He sits right in my office. He is not paid by the 
Navy. 

Senator Smaruers. Where is he today ? 

Mr. Wearuerty. That is Mr. Knight, Mr. Chairman. I do not 
know whether he is in the group or not. 

Senator Smatuers. Well, does he sit in, at the time when it is 
determined what part of this can go to small business or not? 

Mr. Cuemsak. He reviews it after we have made our comments 
and recommendations, he can agree or disagree. 

Senator Smatuers. What happens if he disagrees ? 

Mr. Cuemsak. We take it up with the people who originated it, 
and with Captain Underwood’s office. 

Senator Smatuers. You take it up with the Navy? In other words, 
SBA disagrees and so they appeal to the Navy; is that where it goes? 

Mr. Cuemsaxk. Well, it can be appealed all the way up to the Sec- 
retary. 

Senator SmatueErs. Of the Navy ? 

Mr. Cuemsak. That is right. 

Senator Smarnuers. There is no appeal back to the Administrator 
of Small Business ? 

Mr. Cuemsaxk. The last appeal is between the Administrator of the 
Small Business Administration and the Secretary of the Navy. It is 
decided at that point. 

Senator Smatuers. When you look at these purchase requests, as we 
call them, this is a matter, of course, of human nature; but do you 
feel that part of your job is to see how much of each contract you can 
get for small] business ? 

Mr. Cuemsak. I do, sir. 

Senator Smaruers. And what particular motivation do you have to 
do that 

Mr. Cuemsak. I have been assigned to look out for the interests 
of small business, sir. We have a small business which is spear- 
headed by our office. 

Senator Smaruers. I am not questioning your motivations, but I 
am just trying to see that if you work for the Navy, and the Navy 
moves you about, how much independence you are going to be able 
to acquire in the decisions which you make? 

Mr. Cuemsax. Sir, we have been accused of being for small busi- 
ness and not for the Navy many times. 

Senator Smarurrs. By whom have you been accused of that ? 

Mr. Cuemsak. The people who have planned the document, they 
have planned it from another aspect; they have planned it from the 
aspect of what is best for the Navy, and, of course, they do consider 
small. business, but that is of secondary importance. Our job is to 
see that, small business gets an opportunity each and every time it 
Is possible. 

Senator Smaruers. And yet did you not say a moment ago that 
every time you had made a recommendation for small business and 
it went up to some review board, over the past 2 years, that the 
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review board had turned you down and you did not feel it desirable 
to take any appeal from that review board ¢ 

Mr. Cuemsak. We have had a few cases; they have been in the 
minority, that have gone up to the Chief’s office. We have-had 
conferences on it. 

Senator Smaruers. Did I understand you a moment. ago when you, 
I think it was, who said that in 2 years, the review that had been 
made by the Navy, the position was upheld? Did you say that or 
did you not say that, or did I misunderstand you ? 

Mr. Cremsax. I do not quite get the particular reference, sir. 

Captain Unperwoop. Mr. Chairman, I might comment on this. 
Mr. Chemsak, although he works for the Bureau of Ships, I think, 
works very closely with the Small Business Administration man who 
is in the same office, and most of the decisions or recommendations 
coming out of that. office, as expressed on the purchase requests. repre- 
sent a joint or an agreed upon determination. The two of them 
are in agreement. when it comes out. We have not had any cases 
that have come to my attention where they have disagreed and it has 
not been resolved. Now, there are times when in our planning group 
we have not agreed with them and they have—the question has been 
resolved. As Mr. Chemsak mentioned, we have not had to go up to 
the Secretary on any appeals. 

Now, the figures I have here of 971 set-asides for small business 
negotiated during fiscal 1959, 909 were granted, so the great majority 
of them go right. through, and this difference here of some 62, we 
had meetings and discussed the matter and resolved it between us. 

Senator Su ATHeERS. I think, Captain, you were the one who said 
that 75 percent of the potential small business set-asides have been 
given tosmall business. Did you not say that ? 

Captain Unperwoop. Yes, sir, that is correct. 

Senator Smaruers. But 25 percent of them have not gone to small 
business by virtue of the decision which you and your group have 
made, is that right, Captain ? 

Mr. Weatuerty. Senator, I do not think that is exactly true. The 
25 percent that may not have gone to small business could well have 
been for reasons other than denial, is that not right, Mr. Chemsak ? 

Mr. Cuemsak. That is right. 

Senator Smatuers. For reasons other than what ? 

Mr. WeaTuerty. For reasons other than straight denial. Do you 
have any statistics on that ? 

Mr. Cuemsak. If we are talking about set-asides, I think the figure 
that Captain Underwood is mentioning is that through the medium of 
set-aside, small business got 75 percent of all the aw: ards that went to 
small business. 

: Senator Saaruers. Tell me that again. I have so many notes 
ere 





Mr. Cuemsak. Well, small business received in fiscal year 1959, $104 
million worth of contracts. That represented 7814 percent of the small 
business potential. Now, of that $104 million, small business got about 
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75 percent of the awards through the medium of the set-aside program. 
We have two 75 percent figures. 

Senator SmaruErs. Two 75 percent figures. 

Mr. Cuemsak. Actually, one figure is 7814 percent—if I could start 
at the beginning: In fiscal year 1959 we awarded $1,332 million worth 
of contracts. Of that, $132,915,000, or roughly 10 percent, was in 
the small business potential. Small business received $104,322,000 of 
that potential, which was 784 percent of what their potential was or 
$132 million. Then we inter} pret that into set-asides. Of the $104 
million that small business received, they received $83 million worth, 
or about 75 percent, through the medium of set-asides. The $ $83 mil- 
lion is 75 percent of the $104 million that small business actually 
received. 

Senator Smatuers. So then of $1.3 billion, small business got $83 
million { 

Mr. Cuemsak. Through the medium of set-aside. 

Senator Smaruers. Through the medium of set-aside, they got $104 
million, actually ¢ 

Mr. Cuemsak. The others were not actually through the medium of 
set-aside. The difference between $84 million and $103 million, was, 
of course, through other means, either through regular competition 
or on a sole source basis. 

Senator Smatuers. With respect to small business, it is your deci- 
sion as small business advocate, 10 percent is all that small business 
should have gotten out of that $1.4 billion ? 

Mr. Curmsak. Ten percent was the maximum they could have 
received since 10 percent was the total in their potential. 

Senator Smaruers. It is the maximum that they could have received 
by whose determination ¢ 

Mr. CuemMsak. By our office. 

Senator SMaTueErs. By your office? 

Mr. Cuemsak. We review every procurement to see if it is in the 
small business potential and so indicate. 

Senator Smaruers. That is, you and this other fellow from the 
Small Business Administration ? 

Mr. Cuemsak. That is right. He reviews it after we do and he 
has an opportunity to disagree. 

Senator SmaTuers. How long have you worked with the Navy / 

Mr. Curmsak. Eighteen years, sir. 

Senator Smaruers. Eighteen ? 

Mr. Cuemsak. Yes. 

Senator Smatrurrs. How long have you been a small business 
specialist ? 

Mr. Curemsaxk. Two years, and prior to that, in an office set up as 
a procurement office which was to aid small business. 

Senator Smaruers. How long have you worked at this particular 
job? 

Mr. Cuemsak. Eight years. 

Senator Smaruers. Eight years. 
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Captain Unperwoop. Mr. Chairman. 

Senator Smaruers. Yes, sir, Captain. 

Captain Unprerwoop. You were asking what happened to the 25 
percent that did not go to small business of the potential. 

Senator Smatruers. Right. 

Captain Unprerwoop. There is a table in this survey of procurement 
statistics that the Office of Naval Material puts out which covers that 
very subject for the fiscal year of 1959. So it has reasons here—small 
business had opportunity to bid, but then gave several reasons 
why they did not get the contract, such as no bid received from small 
business, low bid was not from small business, low bid from small 
business was not responsive, and so forth. So this is one of the 
tabulations they made. 

Senator Smaruers. All right. Now, this sole source business, you 
pick that up and go on from ther e, Mr. McInarnay. 

Mr. McInarnay. Captain Underwood, in your statement you 
mentioned the PIO office in the Bureau of Ships, you have one? 

Captain Unperwoop. The PIO (Procurement Information Office) ? 

Mr. McInarnay. Right. 

Captain UnpEerwoop. You are referring to my statement of—— 

Mr. McInarnay. Of today. 

Captain Unperwoop. I mentioned established Procurement Infor- 


mation Office specifically to assist small business. That is now the 


Small Business Office that Mr. Chemsak heads up, and the other part 
of it is the Bidders’ List Office which maintains a master bidders’ list, 
what is now called the Bidders’ List Office on one part, and the Small- 
Business Office on the other. It is not now known as the Procurement 
Information Office. 

Mr. McInarnay. We have a lot of small businessmen who come 
into Washington and want to get some information on procurements. 
Is there any central place in the Navy where we can direct these men 
so that they would get that information ? 

Captain Unperwoop. Yes; they can go both to Mr. Chemsak’s office 
and to this Bidders’ List Office, code 1740; Mr. Suter headsthat up. He 
has people coming in continually to—— 

Mr. McInarnay. Of course, if they happen to be interested in a 
Bureau of Weapons article or BuSandA (Bureau of Supplies and 
Accounts), they would have to go to a different office; would they 
not ? 

Captain Unprerwoop. Yes, sir; they have similar offices, or there is 
the Small Business Office in ONM (Office of Naval Material) which 
might give them overall direction if they did not know what technical 
bureau they wanted to do business with. 

Mr. Mciwarnay. We have heard that it is sometimes difficult. for 
these small businessmen to get around and find the right place in the 
Navy to go, and I was just wondering what thoughts you might have 
on the operation that Major Gemario runs in the Old Post Office 
Building, whether it might not be a good idea for the Navy to par- 

ticipate in a central office where procur ement information is available! 

Mr. Cuemsak. I would like to answer that question. The Small 
Business Administration has an office several doors away where they 
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get all the publicly advertised or publicized deals which are on dis- 
play and available to anybody who comes into the Navy. That in- 
cludes all of those invitations that are available from the Bureau of 
Weapons, Navy Purchasing Office, and the Bureau of Ships. The 
Bureau of Ships has their own little office of those types of invitations 
that we let out, but in addition to that, SBA has the complete list. 
That could be classified as Central Procurement Information Office. 
They gather all that 

Mr. McInarnay. Ofcourse, that isan SBA operation. 

Mr. Cuemsak. Yes; but we feed them the information. So do all 
the other bureaus. 

Captain UnpErRwoop. Your suggestion of an office downtown, a cen- 
tral location, we certainly would Jook into it and take it up with ONM 
(Office of Naval Mater ial) tosee how it would fit in with our program. 

(Following is information subsequently supplied :) 





STATEMENT OF OFFICE OF NAVAL MATERIAL ON THE SusBJECT ABOVE REFERRED TO 


The various bureaus and offices of the Navy in Washington supervise all of 
the procurement of the Navy, and well more than half of the total of Navy pro- 
curement actually takes place here in Washington. 

Since, unlike the other military departments, we have this concentration of 
procurement in Washington and since a prospective supplier is best served by 
having the latest and most complete information on pending purchases, the Navy 
believes it to be more advantageous for inquiring business, particularly small 
business, that they come in the beginning to the procurement offices where the 
purchases are actually performed and where the requiring technicians are 
located. 

Each Navy buying headquarters has a procurement information office. The 
information desk in the Main Navy Building and other key points in the city 
steer inquiries to the proper offices. Sample of information sheet used to supple- 
ment this is attached for the record. This is in addition to other information 
material of the Department of Defense. 


(The document referred to follows :) 


Exuisir I.—NAvy PROCUREMENT INFORMATION DIRECTORY 
(Washington, D.C.) 
MARCH 22, 1960. 
OFFICE OF NAVAL MATERIAL 


Formulates procurement policies to be followed by Naval Establishment. 


Small business adviser. 
Procurement Information Section: Main Navy, room B-—205, wing 2, floor 2. 
Oxford 6—6403/6—6322 ; next door to room 2205. 


BUREAU OF NAVAL WEAPONS 


Procures airframes, engines, guided missiles, instrumentation systems, elec- 
tronics and radar systems; ground support equipment for aircraft and guided 
missiles; ammunition; and research and development service in connection 
therewith. 


Small business specialists: Main Navy, room 0310. Oxford 6-3589, 64452, 
6-6022, 6-6558, 64972. 


Procurement Information Section: Main Navy, room 3148. Oxford 6-7470. 
(Visitors should register in room 0307A before visiting personnel in BUWEPS.) 
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BUREAU OF SHIPS 


Procures ships, hulls, and machinery, electronic equipment, shipboard re- 
frigeration equipment, and associated research and development services. 


Small business specialist: Main Navy, room 1525. Oxford 6—8695. 
ees 


Procurement Information Section: Main Navy, room 1527. Oxford 6-3362. 
(Visitors should register in room 1525A before visiting personnel in 
BUSHIPS.) 
BUREAU OF SUPPLIES AND ACCOUNTS 


Discharges its purchase responsibility through field purchasing activities 
of the Navy, including supply demand control points, Navy purchasing offices, 
and single-manager activities. These actiivties procure more than 1 million 
items and services annually including: machine tools, handtools, industrial 
equipment, general and special military type equipment for the maintenance of 
industrial facilities, materials handling equipment, marine and electrical hard- 
ware and plumbing items; miscellaneous engineering and fabrication services, 
fire-control equipment, lumber, construction and building materials, heating, 
ventilation and refrigeration equipment, ferrous and nonferrous metal basic 
shapes and forms, paints, insecticides, petroleum products, coal, chemicals, over- 
haul and repair of aeronautical equipment, spare parts and accessories for air- 
craft, shipboard, and submarine equipment, electronic equipment, ordnance 
material and equipment, communication equipment, automotive parts and ac- 
cessories, drugs, biologicals, medical and dental equipment and supplies. 

Small business specialist. 
Procurement Information Section: Main Navy Building, room 0235. Oxford 

64680. 

OFFICE OF NAVAL RESEARCH 


Places contracts for basic research, including fundamental studies in such 
fields as biological, material, earth, mathematical, psychological, and physical 
sciences. 

Small business specialist. 
Procurement Information Section. Tempo 3 Building, room 2804. Oxford 

6—6650. 

HEADQUARTERS, U.S. MARINE CORPS 

Procures engineer, electronic, and ordnance equipment; quarters furniture; 
recruiting displays and automotive equipment; miscellaneous items such as ice 
making machines, paint sprayers, air-delivery containers, and _ recreation 
equipment. 

Small business specialist. 
Procurement Information Office: Arlington Annex, room 4002. Oxford 4-1939. 


MILITARY SEA TRANSPORTATION SERVICE (MSTS) 


Procures services of commercial steamship companies for the operation of 
Government-owned tankers, charters oceangoing ships, books cargo with berth 
operators, and contracts with ship-repair firms for maintenance, repair, and 
alternation of Government-owned MSTS ships. 


Small business specialist : Tempo 8 Building, room 2208A. Oxford 6—9861. 


BUREAU OF NAVAL PERSONNEL 


Procures training services, training publications and aids, and goods and 
services for recruiting purposes. 


Small business specialist. 
Procurement Information Section: Arlington Annex, room 2633. Oxford 


4-3246. 
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BUREAU OF YARDS AND DOCKS 

Procures floating drydocks and cranes, major boiler plants, electric generators, 
and is responsible for the Navy's construction projects as well as technical control 
of station maintenance and repair. Contracts for these items and services are 
generally placed through field district public works offices but may also be let 
by the Bureau of Yards and Docks. 
Small business specialist: Yards and Docks Annex, room 2A64. Ovford 6—3281. 


Construction procurement information: Yards and Docks Annex, room 1A56. 
Oxford 7-9833/7-1070. 


Material procurement information: Yards and Docks Annex, room 2A103. Ox- 

ford 5—2013 

Mr. McInarnay. In your experience, Mr. Chemsak, in these set- 
asides, does it appear to you that many of the items that are set aside 
for small business are those items which have a procurement history 
of going to small business ¢ 

Mr. Curmsax. Well, first of all, the first consideration is can it be 
made by small business. Secondly, we have to be shown 

Mr. McInarnay. This is based on whether there are any known 
small-business sources / 

Mr. Cuemsak. That is right. 

Mr. McInarnay. I see. 

Mr. Cuemsak. Whether we would get adequate competition from 
small business. We review the bidders’ list to see if those firms are 
on that list who make that item; that is the basis for requesting the 
set-aside. 

Mr. McInarnay. Your decision to set something aside has to be 
made early in the procurement stage ? 

Mr. Cuemsak. Not necessarily. 


Mr. McInarnay. Does it not have to be reflected in the IFB’s or 
RFP’s? 

Mr. Cuemsak. All IFB’s are so indicated. 

Mr. McInarnay. To clear the record, IFB means “invitation for 
bid,” and this is on a formally advertised award ¢ 

Mr. Cuemsak. That is right. 

Mr. McInarnay. And RFP is a “request for proposal” used 
negotiating a contract ? 

Mr. Crremsax. That is right, sir. 

Mr. McInarnay. Are you saying, then, that you set some things 
aside at a later time? 

Mr. Cuemsak. No; the decision is made at the initial stage before 
the procurement or the invitations are mailed out. 

Senator Smaruers. We get to using this lingo and nobody will 
understand it. 

Mr. McInarnay. Mr. Koch, has the Navy given you any special 
training to better qualify you as a contracting officer ? 

Mr. Kocu. Yes, I have gone to one sc hool they ran just recently, 
and, in addition, I spent 8 weeks at the U niversity of Pittsburgh in 
a management. training program they had up there sponsored by the 
University of Pittsburgh. 

Mr. McInarnay. Before the Contract Division has its purchase 
request, your office has reviewed it, Commander Jones, and they may 
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have noted whether this item should be formally advertised or nego- 
tiated or should go to a single source and the number of sources if it 
is otherwise ? 

Commander Jones.* The procurement request contains everything 
that we desire or require the contract to produce. In addition to | 
this, it does recommend sources that we prefer to get this contract 
for the reason of technical competence and perhaps proposal that we 
have received. 

Mr. McInarnay. Does the contracting branch come back to your 
office and say, “I see you have only one source listed. Let us talk 
about this thing and see if we cannot get more sources” ? 

Commander Jones. They do on many occasions. On other occa- 
sions, they merely add to it all the rest of the people who are on the 
bidders’ list and go out and get bids for it. 

Mr. McInarnay. I see. Now, the purchase request is now in the 
hands of the contracting people. I assume that this purchase request 
is accompanied by any specifications and drawings that might have 
been available, is that correct ? 

Mr. Weatuerty. That is correct, sir. 

Mr. McInarnay. Then, the RFP or IFB, as the case may be, is 
prepared, is that correct 

Mr. Weatuerty. The purchase request is in all instances prepared 
by the technical group. It then flows into the Contract Division via ( 
the Small Business Office, into the procurement planning group in the 
Contract Division, wherein it is reviewed as to the type of procurement, ' 
that is, whether it is susceptible to formal advertisement, or whether } 0 
it must be negotiated. If it is to be negotiated procurement, this office 
then prepares the final authority to negotiate. 

Mr. McInarnay. When you get your purchase request down there— Q 
and I am assuming that you make a separate decision from that made 
by the technical group—do you first determine whether the procure- 
ment you are about to make falls under one of the exceptions authoriz- 
ing you to negotiate ? (l 

Mr. Wratuerty. After we have determined that the procurement 
is not susceptible to formal advertisement, yes, sir. 

Mr. McInarnay. Let us suppose that something that might have 
been formally advertised but also falls under one of the exceptions 





for negotiation, what route do you take then? ee. 

Mr. Weatuerty. Any marginal case or doubtful cases are always 
decided in favor of formal advertisement. 

Mr. McInarnay. I see. 

Senator Smaruers. Right on that point, what are some of the rules) 
that you look at to determine whether or not it should be negotiated 7 
rather than formally advertised? What are the criteria? 

Mr. Weatuerty. Mr. Chairman, there are 17 exceptions which give 
us the authority, as you are well aware of, sir. a 

Senator Smatuers. I think we should include in the record at this | 
point the list of exceptions. wl 

(The document referred to follows :) | 

ge 


8 Comdr. John Paul Jones, U.S. Navy Technical Staff. 
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Exuisit II.—TuHe 17 Exceptions 


19 


JUSTIFYING NEGOTIATION * 


Introduction: Title 10, United States Code, section 2304(a), requires that de- 


fense contracts for supplies and services be formally advertised. 


tiation is authorized if— 


[Thousands of dollars] 


Exception 


| 


(1) “it is determined that such action is necessary in the public interest 
during a national emergency declared by Congress or the President.’’- 

(a) Labor surplus set-aside__.._.....-- . | 

(h) Small business set-aside (unilatoral) 

(c) Disaster area set-aside __- - a a 

(d) R. & D. (less than $100,000) asc aa St 
(e) Modification of contract negotiated prior to Jan. 1, 1956 


(2) “the public exigency will not permit the delay incident to advertising.”’ - 
(3) ‘the aggregate amount involved is not more than $2,500” 
(4) “for peronsal or professional services” -...............---..-..--.-. oe 
(5) ‘for any service to be rendered by any university, college, or other edu- 

cational institution’? - 


it Per SOCNCLINO GF TINDULORD SUUIIE | ow aden cnc scécendnadn censocnsaysceae< | 
ey **for property for authorised recele”’ .-. 0. 2.2 on cccccetn cen cceddesess-<e- 
(9) ‘‘for perishable or nonperishable subsistence”’ --_...........------.--.-- 
(10) “for property or services for which it is impracticable to obtain compe- | 
SET ie ac Sins wah deh Setebit tial Ch media beninnakeatibadbanedunauy 
(11) “for property or services that he [the Secretary] determines to be for 
experimental, developmental, or research work or for making or fur- 
nishing property for experiment, test, development, or research.’’__...- 
(12) “for property or services whose procurement he [the Secretary deter- 
mines should not be publicly disclosed because of their character, 
Serr Oe CIEE” «1a. > cnpabbinaig cin ad <inetomm managed Lopamanses wesw 
(13) “for equipment that he [the Secretary] determines to be technical 
equipment whose standardization and the interchangeability of 
whose parts are necessary in the public interest and whose procure- 
ment by negotiation is necessary to assure that standardization and | 
interchangeability.’”’............-- OS alt sak ieeasca iia tees! aaa ae 
(14) ‘for technical or special property that he [the Secretary] determines to 
require a substantial initial investment or an extended period of 
preparation for manufacture and for which he determines that formal 
advertising and competitive bidding might require duplication of | 
investment or preparation already made, or would unduly delay the 
procurement of that property.” ..............-.......-.-. oi pate tad 
(15) “for property or services for which he [the Secretary] determines that the 
bid prices received after formal advertising are unreasonable as to all 
or part of the requirements, or were not independently reached in 
open competition, and for which (a) he has notified each responsible 
bidder of intention to negotiate and given him reasonable opportunity 
to negotiate; (b) the negotiated price is lower than the lowest rejected 
bid of any responsible bidder, as determined by the head of the agency; 
and (c) the negotiated price offered by any responsible supplier.”’_--_- 
(16) “the [the Secretary] determines that (a) it is in the interest of national 
defense to have a plant, mine, or other facility, or a producer, manu- 
facturer, or other supplier, available for furnishing property or services 
in case of a national emergency; or (b) the interest of industrial mobili- 
zation in case of such an emergency, or the interest of national defense 
in maintaining active engineering, research, and development, would 
OE I UE Neo iain ons wks meneiesnertipletaaniidaaiped adem 
(ay “oumerwise authorised by law.” . .... 0 <2 ncn csocecasee Seer aislce 





However, nego- 


| Total negotiated under each 
exception in fiscal year 1959 


473, 606 


250, 090 
199, 218 
769, 323 
81, 665 
335, 818 
1, 117, 228 
33, 959 
128, 555 
480, 096 


3, 966, 992 
4, 027, 675 


630, 148 


12, 897 


7, 022, 201 


1, 345, 573 
670, 814 


40, 750 
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1 Less than 0.05 percent. 


Mr. Weatuerty. For example, would you like to have me give you 
a rundown of the 17, or just for me to give you examples? 
Senator Smaruers. That is right, sir. Just give me a rundown of 


what they are. 


Mr. Weatuerty. Exception 1 is public exigency, national emer- 


gency—may I refer to my officer of procurement ? 
Senator SmaTuers. Sure. 





88 See excerpts from procurement study, p. 342. 
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Mr. Weatuerty. Starting with the first exception, these are con- 
tained in section 3, part II, of the Armed Services Procurement Regu- 
lations. No.1 is national emergency. 

No. 2, if you will forgive me, I can never pronounce the public 
exigency. 

No. 3 

Senator Smatuers. I will not even try to help you. [Laughter]. 

Let me ask you this: Is this national emergency declared by Con- 
gress or the President ? 

Mr. Weatuerty. There is a national emergency presently that we 
are operating under, I believe, sir. 

Senator Smatuers. Is this the same national emergency that we had 
left over from the Korean war ? 

Mr. Wearnerty. May I ask Mr. Pinn of our legal department to 
answer this question, please, sir. 

Senator Smaruers. From reading some of these political speeches 
going on in Wisconsin, I knew we had a national emergency but I 
did not know who had declared it. [ Laughter. | 

Mr. Prinn.* Although technically the emergency is still in force, 
the Department of Defense had decreed that that emergency would 
not be used as authority for the exercise of any first exception No. 1, 
with several very, very minor exceptions dealing primarily with small 
business. 

Senator Smaruers. So the Department of Defense gets $473 million 
excepted on that very small minor exception; is that correct ? 

Mr. Pinn. The amount that was used by the Navy or BuShips 
under exception 1 is very, very small. I can furnish the figure for 
the record, sir.® 

Senator Smaruers. All right. Well, you are satisfied we still have 
this technical national emergency, right ? 

Mr. Prxn. Yes, sir. But it is not used as such for authority to 
negotiate contracts. Have I made myself clear on that, sir? 

Senator Smaruers. Well, not entirely. You have the national 
emergency and you do not use it and yet I see you have awarded 
$473,606,000 under this first one of the 17 exceptions justifying 
negotiation. 

Mr. Pryn. It is used only in three circumstances. One, to sup- 
port the authority for unilateral set-asides for small business. It 1s 
used only for research and development contracts, less than $100.000, 
and for labor surplus set-aside programs. Those are the only three 
circumstances under which exception 1 is used, and in that respect I 
draw your attention to paragraph 3-201.2 of part II of section 3 of 
the Armed Services Procurement Regulations. 

Senator Smatuers. When we have this national emergency, wher- 
ever there is a research and development contract for less than 
$100,000, you come under the umbrella of the national emergency, that 
justifies it, not that that is not right. 





#Samue! Pinn, Counsel, Bureau of Ships, Department of the Navy. 

5 The following information was subsequently furnished by the Navy: 

The ‘vrure $473.606,000 represents the dollar value of contracts negotiated under 10 
U.S.C. 2304(a)(1) by all three military departments during fiscal year 1959. The Bureau 
of Ships portion of this total is $37.674,000. Of this $37,674,000, $24 million was for 
change orders, amendments, and other modifications to contracts negotiated under 10 
U.S.C. 2304(a)(1) prior to Jan. 1, 1956. 
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Mr. Pryn. Sir, there may be some confusion on that point. The 
only reason exception 1 is used in connection with the research and 
development program for procurements under $100,000 is that under 
the Armed Services Procurement Act, it otherwise would have to be 
justified personally by a Secretary of a military department, and it 
is solely in order to relieve him of the administrative burden that those 
procurements may be determined by a chief or lesser official in the 
department, and in order to justify that, the exception 1 ® is used. 

Senator SmarueErs. So in order to justify it, as you say, he has to 
say it is a national emergency declared by the Congress or the Presi- 
dent. Therefore, we use this? 

Mr. Pinn. That is correct, sir. 

Senator Smaruers. Allright. What is the second one here? Will 
you go ahead Fas 4 | ; 

Mr. Weatuerty. Continuing, the third exception covers purchases 
not more than $1,000. 

Fourth, personal or professional services. 

Fifth 

Senator Smaruers. What does that mean, “personal or professional 
services”? Youdonot bidonthat? You just go direct to somebody ¢ 

Mr. WeatHerLy. May I ask Mr. Pinn again to explain the usage of 
the fourth exception, please, sir? 

Mr. Pinn. Yes, sir. May I make one correction in respect to excep- 
tion 3, small purchases, that is used for purchases not in excess of 
$2,500 (10 U.S.C. 2304-A3) ? 

Exception 4 deals with personal or professional services. It would 
cover situations such as contracts for consultants, for expert services 
of professionals, lawyers, engineers, architects, where the contract is 
with a professional firm of experts, and it is necessary to obtain from 
them that type of service. 

Does that. answer your question, Senator ? 

Senator SMatuers. Yes, sir; that is a good answer. All right. 
What is the next one? 

Mr. Pryn. The next, if I may continue, the next, exception 5 deals 
with services of educational institutions. It primarily covers two 
types of situations. One is for the procurement of educational serv- 
ices. The other is for the procurement of experimental developmental 
or research work and analyses and studies or reports to be conducted by 
those institutions. 

Senator SMatuers. All right. 

Mr. Pinn. Exception No. 6 covers purchases outside the United 
States, specifically where they are to be, where the services or sup- 
plies are to be performed entirely outside of the United States. 

Any questions on that one, sir? 

_ Senator Smaruers. No. But I notice here it says its territories, 
Its possessions, and Puerto Rico. I just wondered if Puerto Rico is 
not a territory, what is it? Not that it has anything to do with the 
name. Let us go ahead. 

Mr. Pixn. Exception 77 is medicines or medical supplies. 

Senator Smaruers. All right. 

Mr. Pinn. Exception 8 











®See exhibit II, p. 19. 
‘Ibid., p. 19. 
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Senator SmaruHers. Let me ask you a question right there. You 
do not think you need to bid for medicines and medical supplies? 

Mr. Prnn. Well, sir, I would have to answer that question. As you 
know, the Bureau of Ships does not procure any medicines or medical 
supplies. However, I would like to note that this authority is an 
ancient one going back in the case of the Navy Department to 1845, 
and is used for supplies of this character. 

Senator Smaruers. Does that make it right because it goes back to 
1845? That was even before the War Between the States. 
[ Laughter. ] 

Let me ask you this, we are having a hearing on another committee 
about the cost of drugs, the high cost of drugs, and one of the com- 
plaints is that small ‘drug manufacturers are not permitted to par- 
ticipate in this matter of supply’ ing drugs where they can supply them 
at much less cost than possibly some other manufacturers. I’ would 
think that it would be well if you people could look into that. I know 
it is not the Bureau of Ships’ job, but if the Navy should—and I am 
sure there are some naval representatives around here. 

Mr. Prxn. Senator, if I may just add a footnote, I think that there 
may be some misunder standing as far as what the term “negotiate” 
means. It does not mean that competition is not obtained. The fact 
that authority is available such as exception 7, to negotiate the pro- 
curement of medicines or medical supplies, does not mean that the 
procurements are made without competition, and I will defer to our 
medical people to follow that one up. 

But I did think particularly it was important to emphasize that 
wherever negotiation authority exists, and is used, that competition is 
obtained to the fullest and freest practicable extent and that negotia- 
tion is not synomymous with sole source procurement. 

Senator Smaruers. Let me ask you this: Do you say then that 
there is competition in all your negotiations ? 

Mr. Pinn. I would say that there is competition in most of our 
negotiations. As far as number of transactions are concerned, un- 
equivocally so. You have the statistics * there, Senator. I am sorry, 
I do not have them in front of me, but I am sure that they reflect 
precisely that point. 

Senator Smarners. Let us just see, in the light of what you just 
said, was I wrong in my opening statement in saying this: “Of the 
total 38,251 actions amounting to $7.3 billion awarded by the military 
departments during the 3-month period, tabulation reveals that more 
than 19,000 of these actions totaling in excess of $5.6 billion were 
negotiated with a single source.” 

Mr. Weatuerty. Mr. Chairman 

Senator Smatuers. Let me stick with this lawyer here now. 
[Laughter.] Was I wrong in saying that ? 

Mr. Prnn. Do you happen to have, Senator, the statistics for the 
Navy or the Bureau of Ships there ? 

Senator Smaruers. No; I do not have them. 

Are you going to say this all results from negotiations with the 
Air Force and the Coast Guard and the Army ? 








® Retained in committee files. 
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:' Mr. Prnn. No; I was not going to say that, but I was going to say, 
Senator, that those statistics reflect under sole source procurement 
change orders that are issued under a contract. And I submit, Sen- 
ator, that I know that in the case of the Bureau of Ships, we, by reason 
of the nature of the products we procure, there needs to be substantial 
amounts that are obligated by reason of change orders, and it is very 
unfortunate that the amount of the change orders so obligated 
reflect themselves in figures under sole source procurement. 

Do you think, Senator, that these change-order dollars should 
be eliminated from those figures? 

Senator Smaruers. I did not come here to testify. [Laughter.] 
I came there to ask questions. You people have a jungle, so to speak, 
over there, of procedures which just an ordinary citizen like myself 
has difficulty understanding. I am seeking to try to understand it 
here now, but particularly in the light of where it is that we can get 
more of this business away from what we call a sole source, where 
we can get more of the—I am going to be guilty of making a little 
speech now—but where we can get more of it up for open bid and, 
of course, where we can get more of it for small business. 

All right. Let us go on with these exceptions that we were talking 
about for justifying negotiation. Let me just ask this one question, 
and I ask this now of the contracting officer: When you talk about 
negotiation, negotiated bids, you say that you do not negotiate that 
with just one party? You negotiate that with several ? 

Mr. WeatHerty. Whenever possible, we do so, sir; yes, sir. 

Senator Smatuers. How often is it possible to negotiate a bid with 
more than one supplier ? 

Mr. Weatuervy. Sir, I think that we can supply some meaningful 
and positive statistics for the record in this area as to the numbers 
that we negotiate with sole-source procurement. Unfortunately, we 
do not have those available with us today, and unfortunately further, 
the data-processing machine which compiled those statistics that you 
have there, has only one hole, it is known as a sole source and every- 
thing goesinthere. [Laughter.] 

(The following information was subsequently supplied by the 
Navy :) 

The following tabulation indicates the portion of Bureau of Ships con- 


tracts (departmental only) negotiated during fiscal year 1959 which were 
negotiated with sole sources: 


{xHIBIT III 








| Number of actions! Dollar value ! 
|—-- ——{——————| —— - -- —__, ——_—— lpn imataiatiinttingiisitle 
Competi- Percent Percent 
| Total tive Total Competitive | competi- | noncom- 
| tive petitive 
Ships, machinery, components | 
and other (NObs) a 573 | 158 | $548, 189, 303 | $363, 883, 382 66. 4 33.6 
Electronics (N Obsr) _-__- 411 100 | 167,850, 514 24, 198, 901 14.4 85. 6 
—_ — _ ——_ _—— _ — a ~ —_— —_-—— -- - | — - — 
AEE SE eer ae oe OR4 | 258 716, 039, 817 388, 082, 283 | 54.4 15.6 





' Excludes negotiated (1) amendments, (2) change orders, (3) letter contract conversions to definitive con- 
tracts, and (4) formally advertised contracts. 


54469 —60 
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Mr. Smaruers. Mr. Contracting Officer, let us go ahead with this 
business. In these negotiations, do you let small business know about 
what is going to happen in these negotiated contracts ? 

Mr, WeraTHERLY. Yes, sir; every procurement again that flows 
through the Bureau of Ships Contracting Office flows through the 
Small Business Office, and they have an opportunity to discuss the 
possibilities of converting a sole-source situation to a competitive 
situation. 

Senator Smaruers. How fast does it ordinarily flow through the 
Small Business Office? Does it have time to stop and be masticated 
a little bit there in that Small Business Office ¢ 

Mr. Cuemsak. We have 3 days in which to review it and if neces- 
sary we take longer than that. 

Senator Smarners. You have 3 days but if necessary you take 
longer ¢ 

Mr. Cuemsak. Three days is standard practice. 

Senator Smaruers. Yes. Now, when it is determined from your 
judgment that it ought to be negotiated, possibly even from a sole 
source, of course, as you said earlier, you approve of that? 

Mr. Cuemsak. Well, the decision to make it sole source as a rule 
goes after it leaves our office. It starts with the technical code asa 
sole source. We would write a memorandum or raise objections to 
a sole source if we felt we could bring in small business competition. 
We have done that a number of times. There are several cases pend- 

ing right now that started off sole source and we have small business 
competition, but that is done as a regular matter. 

Senator SmarHers. A moment ago when you were testifying I 
thought you said that you had made the recommendation several 
times over the past 2 years that items should not be sole source but 
that you had never yet overruled the board ? 

Mr. Cuemsak. What board are we speaking of ? 

Senator Smaruers. Well, the board which has it within its power 
to make the final decision as to whether it should be sole source. 

Mr. Cuemsak. As I say, we review the facts surrounding it. If 
we feel that small business does not have a place in the procurement, if 
it is the type of item that is not susceptible to small-business accom- 
plishment, we take no further action on that except to possibly try 
to publicize it. We have the publicizing authority. The SBA man 
reviews it with us; we put in his comments or recommendations. _It 
goes to the Procurement Planning Office of Captain Underwood, and if 
they agree with us, then the matter goes back to the technical code. 

If there is a reason why it should not be a sole source, at that point 
it is returned to them and they are asked to get additional competition 
or told that it will be made competitive. 

Senator Smaruers. Do you have the feeling, as the representative 
of the small business—as the small business specialist—that the notes 
which you write recommending that this business should be at least 
exposed to small business for the possibility of their handling it—do 
you have a feeling that your recommendations in that particular re- 
card are too frequently ignored, or are they satisfactorily accepted! 

Mr. Cuemsak. They are satisfactorily accepted in most instances. 
T will have to say this, sir, we do not raise objections to most of the 
sole source because the facts surrounding them indicate that there 1s 
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no other method of procurement but sole source. Those where we 
feel we have room to operate to bring in small business, we do so. 

Senator Smaruers. All right, sir. 

Let us go back to these exceptions. 

Before you do that, Mr. Contracting Officer, once again let me get 
it clear what you are talking about w vhen you speak of negotiation. 
Does negotiation mean that you set a certain standard with certain 
specifications ? Then you say toa supplier, “This is what we want, and 
how we want it.” Is that the way negotiation operates? 


Captain Unperwoop. Mr. Chairman, I would like to answer that 
one. 


Senator Smaruers. All right, sir. 

Captain Unperwoop. We start out in all procurements with the 
premise that it should be advertised. Now, for formal advertise- 
ment, the rules are very strict and laid down and it has to be a pack- 
age which can be put out since the specifications and the requirements 
are so laid down that anybody can understand them and come in with 
a firm bid and not have to talk it over with the purchasing agencies 
to get it clarified. 

Now, we start with that premise. If what you are going to buy 
is not susceptible to be completely defined and formally advertised, 
then you have to go to negotiate, which means that you are free to 
talk with the person after he has submitted his proposal, and clarify 
any points that may come up. So if you cannot formally advertise, 
then you have tor esort to negotiation. 

But you are not confined to the number of people that you can 
request proposals from. Various categories, most of these exceptions 
cover unlimited procurement, unlimited negotiation. When we get 
in a little further along in exception 10 and exception 14, these are 
two that are used in situations where your procurement, your source 
may be limited, but most of these, you have as wide a participation 
as possible under negotiations as you do under advertising. It is 
just that the cirenmstances sur rounding the information that. you are 
asking for are different. 

Mr. McInarnay. You said that most of your negotiated procure- 
ments are competitive but that exceptions 10 ‘and 14 sometimes limited 
the competition you can get. 

However, over 51 percent of the dollars of the Defense Department 
were negotiated under those two exceptions. Can we assume from this 
that while most of the exc eptions in number permit competition, on 
those that are used more frequently, the competition is limited often to 
asingle source? 

Capt: uin Unperwoop. The question of numbers, how many, whether 
you use them more than the other kind, please remember that those 
that fall under that category of limited competition are usually the 
high-dollar values. 

So when you are talking about percentage of dollars going into a cer- 
tain category, that may be a different picture than the percentage of 
actions, percentage of contracts, that go under that business. 

Under exception 14, we buy our ships usually, in other words, the 


big, the multi-million-dollar contracts, fall into the categories where 


you do not have too wide a competition. 
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Now, that brings up the question of what constitutes competition. 
You can have three shipyards bidding and get competition, and you 
can have two shipyards bidding and have competition. So it is a 
limited negotiation, limited competition; you still have a competitive 
force there. 

(The following statement was subsequently supplied by the Navy :) 

It is the practice of the Navy Bureau of Ships to award most of its negotiated 
procurement of new ships on a competitive basis. Competition is being sought, 
for example, on all new ships in the fiscal year 1960 shipbuilding program 
scheduled for award to private yards. The Bureau of Ships finds that competi- 
tive procurement on a countrywide basis not only results in lower cost but also 
usually produces satisfactory dispersal of naval ship construction. 

There are not many situations where there is only one single source, 
Now, exception 14 is known as the sole source procurement exception, 
but I think you will find that a great number of the deals negotiated 
under that exception have more than one firm that is approached. 

Mr. McInarnay. Mr. Chemsak, you said that you do not often 
question sole source decisions because of the facts surrounding them. 

Would one of those facts be that you don’t have adequate draw- 
ings and specifications to competitively procure the item ¢ 

Mr. Cuemsak. That is one of the reasons: We don’t have adequate 
specifications and drawings, that is true. | 





Mr. McInarnay. I notice in fiscal 1959, the Navy spent $7 billion, 
$1.3 billion of which was negotiated, I think with a single source, citing 
the impracticability of advertising as the authority to negotiate. In 
all probability, a lack of specifications and drawings was often the » 
reason. So, apparently, this is a major concern of yours. 

Mr. Cuemsak. We have had discussions, we discussed that at times 
with the Office of Naval Material. We have set up a committee to try 
to do something about it. We are very aware of that. 

Mr. McInarnay. What are you personally doing to try to see that 
more specifications and drawings are available ? 

Mr. Cuemsak. Well, as I said, we are taking up with this committee | I 
to make our regulations a little more stringent. And at times we 
sent—Captain Underwood’s office often sends the procurement back 


a ee ee oe. ie 


as not being ready. That is, if time will allow, we are not urgent, there (a 
is no particular rush for the equipment and we feel we can get specs k 
in a reasonable time, it will go back to the plannning group to hold it k 
up until they can get adequate data for competition. That is done Se 
automatically by the Contract Division. | p 

Mr. McInarnay. Captain Underwood, do you have a limit on the | ® 
time within which a purchase request must be acted upon in your office |} 
and the IFB or RFP put out to the bidders? bi 


Captain Unperwoop. The time it takes to process a purchase request | 
through the Contract Division and get a contract out is always too a 
small—I mean, too large. We are under constant criticism from the 
people outside of the Contract Division, because we take so long to 


contract. So there isn’t any specified time; no matter how long it sh 
takes us, it is too long. And so far as the time we allow the people we | WI 
solicit from to prepare their invitations or their proposals, we usually re 
allow about 30 days for it, again depending upon the complexity of we 
the item we are going for. For ships, we allow 75 days. a 

0 


Mr. McInarnay. ASPR says just a reasonable time. 
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Captain Unperwoop. Thirty days, we consider a reasonable time. 

Mr. McInarnay. The Navy procurement directives say 30 days is a 
reasonable time ? 

Captain UnpErRwoop. I am not sure what the NPD says. 

Mr. McInarnay. But your office operates under that ? 

Captain Unperwoop. In other words, we allow about 30 days under 
normal—again, depending, I say, on the complexity of what we are 
going out for. 

Mr. McInarnay. Studies have been made, we hear, indicating that 
the norm may be 15 days or less, and I am just wondering whether 
your office might be higher than average in seeing that the bids get in 
the hands of the bidders within a reasonable time before their pro- 
posals or bids are to be submitted. 

Captain UNpERwoop. Well, as I mentioned, it depends upon the 
product you are going after. We give consideration to the time neces- 
sary for the people to submit a bid, and on some of them we have 
extended the time. 

Mr. McInarnay. Mr. Chemsak, one of the things that ASPR does 
is to require you to review each procurement to determine whether 
it should be synopsized ; is that correct ? 

Mr. Cuemsak. That is correct, sir. 

Mr. McInarnay. So, oftentimes, you do make the determination 
that this item or contract should be synopsized ? 

Mr. Cuemsak. That is right; we so recommend on the procure- 
ment request when it comes through here. 

Mr. McInarnay. Well, now, the original list of bidders gets, as you 
say, 30 days. I wondered whether it would be that long in the light 
of the information that we have about the time that a man has to bid. 
But if the original bidders’ list has, say, 15, 20 days, by the time you 
get this thing in the daily synopsis, how much time does that leave the 
small businessman out somewhere who happens to pick it up there? 

Mr. Cuemsak. You are referring to the people that are not on our 
bidders’ lists ? 

Mr. McInarnay. Right. 

Mr. Cuemsax. I am pretty sure that the Bureau gives them an 


average of 30 days’ opening time, and there are only about 1 or 2 days 


lost from the time the people who are not on the bidders’ list get to 
know about it and request an invitation. In addition, each time we 
send out these invitations to our bidders on the bidders’ list, 18 copies 

0 out to all the Small Business Administration field offices and small 


‘businessmen who know of them in that area, have access to them and 


find out about them, just as soon as those that are on our regular 
bidders’ list do. 

I wasn’t aware that we had too many with short openings. Once in 
a while there is a decision which has to be made whether to publicize 
because of the time limitation. We will accept a 17-day opening. 

The negotiator, or the people who are buying would like to place a 
shorter opening on, but we generally will insist on a 17-day opening, 
which will be adequate for people, we feel, to see the synopsis and 
request for invitation. But the number of cases where the time is 2 
weeks, I wasn’t aware we had too many. 


I am sure the record will bear out we have adequate time for people 
not on our bidders’ list. 
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Mr. McInarnay. Captain Underwood, what is the Navy policy on 
a situation such as this: You have a military specification or a specifi- 
cation suitable for competitive procurement, one small item of which 
is claimed to be proprietary by one company. Is it the policy of the 
Navy, if you have other competitors who might offer you a substan- 
tially lower price than the one company claiming the proprietary 
right on the small item—is it your policy to buy the item from the 
proprietary company and furnish it to your other contractors? 

Captain Unperwoop. I am going to ask Mr. Pinn to talk on that, 
if I may. 

Mr. Prxn. The area is a very difficult one. As you point out, the 
primary question is under whose auspices was this so-called pro- 
prietary product developed. 

If the proprietary product was developed at the expense of the 
supplier, then it is not the policy of the Department to acquire at the 
time of a purchase of that commodity any of the proprietary informa- 
tion incident to that product. 

If it is determined, as a matter of policy, that such proprietary in- 
formation is necessary in order to establish a second source, it would 
be necessary for the Department separately to negotiate to procure 
roa ie Aad rights. That is one aspect of the problem that you 
raised. 

The other is with respect to a determination as to whether any of 
the components should he made available to any supplier, as Gov- 
ernment-furnished property ; you run into the problem that whenever 
you do furnish Government-furnished property, you expose the Gov- 
ernment to liability and relieve the contractor from liability in the 
event the end product does not work. 

You then have the question : Who is at fault for that end product not 
working? Is it the Government which has furnished a part of that 
equipment, or is it the supplier, where we think it ought to be? Con- 
sequently, it has been the policy of the Bureau of Ships never to 
furnish that part of an item which is so intermingled or so entwined 
in the effective working of that end item. 

I trust, Mr. McInarnay, that that answers your question. 

Mr. McInarnay. I had in mind the case of the PDR 43 a couple 
of years ago when you had one other bidder, other than the proprietary 
company, who could have saved ae $72,500 on the final negotiated 
price, substantially more on the first bid, and the Navy, rather than 
the other company, could not purchase this from the proprietary com- 
pany—I assume it is proprietary—would not sell it to him, and the 
Navy policy was not to purchase this tube and give it to the other 
contractor. 

Mr. Weatuerty. Mr. McInarnay, this specific case, I believe, has 
been explained to the best of our ability in a letter written to you, 
Mr. Chairman, and if you would like, we have a gentleman who can 
read that letter and who is the engineer on this particular equipment 
and probably can answer some technical questions for you. 

Mr. McInarnay, [ wouldn’t read it all. 

Mr. Weartnuerty. If you have any pertinent points, this is Mr. 
George Mahaffey of the Bureau of Ships. 

Mr. McInarnay. We are talking about PDR 48. 

Mr. Wratuerty. That is correct, sir. 
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Mr. Manarrery. The item in question was classified as EP 72—M. 
It was a special purpose tube that was developed by and at the ex- 
pense of the Electronics Product Co. for use in the PDR 43 radiac 
set. Tubes of other manufacturers had been tested but none of these 
met the performance requirements set forth by the written specifica- 
tions. 

The military specification, itself, does require certain performance 
requirements for the sensitivity associated with this detector tube, so 
that it can work properly in the end equipment. 

Of course, there is a problem of providing the successful circuity 
which also depends upon an intimate knowledge of the detector, itself, 
because the detector with the other cooperating parts in the radiac set, 
of course, have to be married so that the total design will bring forth 
the desired end results; that is, the equipment specification results. 

Mr. McInarnay. Mr. Mahaffey, I would rather not go into the al- 
ternative of furnishing a tube other than the one you refer to as the 
EP 72-M. 

Mr. Manarrey. That is right, sir. 

Mr. McInarnay. Our whole point was that assuming we are going 
to use this tube, are we going to let the one company that has control 
of it build a unit for a substantially higher price, or are we going to, 
as the General Accounting Office pointed out in their report, procure 
that particular component and furnish it to a contractor who submits 
a substantially lower bid ? 

Mr. Manarrey. I think this can best be answered, sir, by indicating 
that it is good engineering practice and sound policy in such cases as 
this not to furnish a Government component where the functioning of 
the end item in the equipment, itself, is dependent upon the critical 
limitations of the component, and the extent of this dependency is not 
known or would be difficult to determine. 

Mr. McInarnay. Well, I am sure that the General Accounting Of- 
fice had the availability of those arguments and they still felt that per- 
haps the Navy should take another look at that policy in some cases. 

et’s get into the PDR 27; the first contract we would be interested 
in is PDR 27-—J, back in January 1957. 

You might explain very, very briefly what a PDR 27 is. 

Mr. Weatuerty. May I again ask Mr. Mahaffey, who is the engi- 
neer 

Mr. McInarnay. Can we just say it is an instrument to measure 
radioactivity? I mean, is that good enough for a layman? 

Mr. Manarrey. For a layman, 27 effectively is a low-range type of 
instrument, and it does measure gamma intensity. It has detection 
capability. 

r. McInarnay. Now, at this point, the supply and so forth has 
been satisfied, is that correct, as of today ? 

Mr, Manarrey. Will you repeat the question, sir ? 

Mr. McInarnay. The supply lines, the requirements for this item 
are full. I mean you have satisfied the requirements, is that correct ? 

Mr. Manarrey. Well, we have 

Mr. Weatuercy. If I may answer that, we have a gentleman from 
the Signal Corps who is the predominant user of this instrument and 
there is a gentleman present from the Signal Corps who— 

Mr. McInarnay. Mr. Deitchman? 
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Mr. Weatuerty. Yes, Mr. Deitchman possibly will be able to answer 
that question for us. 

Mr. McInarnay. Mr. Deitchman,® when we went over to the Navy 
Department several months ago to discuss this item, you gave us some 
classified information. Is this information still classified or is it since 
the requirements are filled, is it available ? 

Mr. Derrcuman. The requirements have not yet been filled and it 
is still classified information. 

Mr. McInarnay. Still classified. How much can you say as to the 
requirements or the urgency ? 

Mr. Derrcuman. I am afraid if I divulge that, 1 would give out 
the classified portion of it. I can disclose it to you in a closed session 
or in writing, if you so desire. 

Mr. McInarnay. All right. Now, let us see, we had a contract for 
the PDR 27-J back in January of 1957, is that correct ¢ 

Mr. Weratuerty. That is correct, sir. That contract number that 
you, I believe, are referring to, NOBSR-71633, was awarded to the 
Chatham Electronics Corp. 

Mr. McInarnay. Now, we have been furnished some material on this 
contract—this was highly competitive. There were 35 to 40 bidders. 

Mr. Wratuerzy. That is correct, sir. I believe there were 31 re- 
sponses to the request for proposal. 

Mr. McInarnay. Only two of which had satisfactory technical dis- 
sertations. 

Mr. Wearuer ty. I believe, sir, that the record would indicate that 
Chatham was the low bidder in response to this particular invitation. 
I would like Mr. Mahaffey to confirm that if he is able to do so. 

Mr. McInarnay. That is correct. 

Mr. Manarrey. That is right. In the technical dissertation sub- 
mitted by Chatham, this was satisfactory. 

Mr. McInarnay. And their bid was $644,000 ? 

Mr. Weatuerty. I believe that is right for the total amount. I 
have it broken down here on a unit basis, sir, but I think that is right. 

Mr. McInarnay. Now, the way that this 

Mr. Weatuerty. May I ask that you repeat the figure of the unit 
price again, sir. 

Mr. McInarnay. I was going to ask you the unit price. 

Mr. Weatuerty. We have the unit price at $150.70, while the Navy 
quantity, with a difference of $151.25 for the Marine Corps require- 
ments under that particular contract. 

— prereneneraes But the total price bid was $644,000, approxi- 
mate 

Mr. Weatuerzy. I am sorry, sir, I do not have it totaled up. I 
have the quantities which could be quickly multiplied. It covered the 
total quantities of 3,941. 

Mr. McInarnay. Well, your low bidder had a satisfactory disserta- 
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tion and one other bidder had one on an alternate proposal, is that 


correct ? 

Mr. Manarrey. I think that is right, sir. 

Mr. McInarnay. Then you went into what you call negotiating 
with the bidders? 


® Martin Deitchman, Signal Corps, Department of the Army. 
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Mr. Weatuerty. Negotiations, I believe, Mr. McInarnay, were con- 
ducted only with the Chatham people as being the low one in this par- 
ticular situation, yes, sir. 

Mr. McInarnay. I think the record will show that you negotiated 
with the low bidder and with one other bidder. 

Mr. Weatuerty. I stand corrected if that is so, sir. 

Mr. McInarnay. You must have this information in your files 
about how this negotiation procedure was carried on. I would as- 
sume you brought it with you. 

Mr. WratHeERLY. We didn’t bring the entire file; no, sir. 

Mr. McInarnay. I see. Well, do you recall then that you went to 
a second bidder, who had a satisfactory dissertation but did not sub- 
mit a quotation ? 

Mr. Weatuerzy. I am very sorry, sir, I do not have the complete 
file of the negotiation, and unfortunately, I do not believe anyone who 
is present was in on the negotiation of that particular procurement. 

Mr. McInarnay. This was handled by you, was it, or Mr. Koch, or 
who was the contracting officer who did the negotiation ¢ 

Mr. Weatuerty. No, sir. The contract was signed, as contracting 


officer, by Capt. J. C. Snyder, who is no longer with the Bureau of 


Ships. 

Mr. McInarnay. It was in Captain Underwood’s shop, though? 

Mr. Weatuerty. That is correct, sir. 

Mr. McInarnay. Well, the record we have here is that the low bid 
was $644,981, and then you went out to the only other bidder who had 
a satisfactory dissertation, and they came in with a bid of $640,886, 
and then the record that you gave us earlier explained that the Navy 


felt, having given the second low satisfactory bidder an opportunity 


to reduce his price, you then went back to the low bidder and gave 
him the opportunity to correct his price or to change it. 

Mr. Weartuerty. This is customary practice, Mr. McInarnay, estab- 
lished on the basis of giving equal opportunity to all people that you 
may be negotiating with. This isthe policy. 

Mr. McInarnay. There is just a question in my mind about how 
the low bidder changed his price from $644,981 to $640,246 which 
made it $640 less than the bidder who had been given another chance. 
I mean, does this seem reasonable that a man who, talking in terms 
of three-quarters of a million dollars would, given an opportunity to 
change his price, change it by $640? 

Mr. Weatuerty. I cannot answer that, sir. We will, if you so 
desire, give you the full record of the negotiations that took place on 
this case as to the details that took place to the negotiation.” 

Mr. McInarnay. Well, I had colenieed that you would come pre- 
pared to discuss this particular contract fully, and I am sorry that 
you do not have your records here on that. 

We have some material which you gave us last year which, I be- 
lieve, may answer my question. 

(The material referred to follows :) 


See exhibit V, p. 34, for information subsequently supplied for the Navy. 








32 


GOVERNMENT PROCUREMENT—1960 


Exuuisit 1V.—SvuPpPLEMENTAL MATERIAL SUPPLIED BY THE BUSHIPS PRIOR TO THIS 
HEARING, REGARDING BUSHIps ConTRACT NOBSR-716383 


A. CONTRACT NO. 71633 OF JANUARY 1957, WITH CHATHAM ELECTRONICS 


SR (s)11,390(1714) Serial 1714-M4., 
14 January 1957. 


MEMORANDUM 


From: Contract Division, Code 1714 (BuShips). 
To: Office of Naval Material. Attention: Contract Clearance Branch. 
Subject: Clearance SR(s) 11,390( NObsr—71633) ; supplement to. 
Reference: Conference 10, January 11, 1957, between Messrs, M. E. Wender, 
ONM Clearance Branch, and R. R. Judson, BuShips Code 1714. 
The following additional information is submitted for consideration with 
clearance SR(s)11,390 covering a quantity of 3950 AN/PDR-27 radiac meters: 





Bids as received in order of price | Price Technical comments 
— —| — - — — —e — 
Chatham Electronics._------.-.----------- $644, 981.68 | Satisfactory dissertation. 
Nuclear Electronics -_.---------- ‘ 675, 952. 52 | Unsatisfactory dissertation. 
Nevada Air Products....--..-------- si sostldedllT TY RO C8 Do. 


I TN Te Seidman ath ; 733, 120.00 | Incomplete dissertation. 





as Laat ae ie a dale. AES becnnigt pen : 712, 264.00 | Not recommended by technical. 
ONES eR ee ee ee ae ee a ee 746, 392. 00 Do. 

NONE So ii one Seb nen amnedenance seamed 745, 047. 79 Do. 

Alternate __--- Sarna viii isle caine Soapsobones : et a) Satisfactory dissertation. 

33 other bids through Land Air-------- cee. --| 1, 810, 747. 35 | 


1 Without firm price. 


Two low bidders, after receiving a firm bid from Anton for their satisfactory 
dissertation and after receiving a revised bid from Chatham, were: 








Bids as received in order of price Price Technical comments 
Chatham Electronics------- ig Madathadasibiia amtadele copied wind $640, 246. 25 | Satisfactory dissertation. 
pe ee ee TE ee ea eee 640, 886. 29 Do. 








Chatham Electronics’ revised price was based on their change in estimate for 
certain material costs. The dissertation of Chatham Electronics was not affected 
by this price reduction and the two low bidders were on a fully conforming basis. 
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REQUEST FOR AUTHORITY TO CONTRACT Clearance No. 
(Business Clearance Memorandum} SR(a) 11,390 
Bureau of Ships 8 January 1957 
Negotiated under authority 10 USC 2304(a)(10) 

Type of Contract: FIXED PRICE $943,870.75 (Est) 


CONTRACTOR: CHATHAM ELECTRONICS 

CONTRACT NO: NObsr-71633 

PLACE OF MANUFACTURE: Livingston, New Jersey 
CONTRACT AMOUNT: $943,870.75 (Est) 


MATERIAL: SEE FOLLOWING PAGE 


DELIVERY: Shipping point 

TO COMMENCE: 14 months after award 

TO FINISH: ,26 months after award 

AT RATE: 400 

PER: Month 

MATERIAL TO BE USED FOR : Electronics 
ESCALATOR CLAUSES: LABOR; No, MATERIAL; No 
FINANCING, ADVANCE PAYMENTS: No 

ADVANCE PAYMENTS - APPROVED BY THE SECRETARY: No, 
IF NO, HAS APPROVAL BEEN REQUESTED: No 
REFERENCE IN TECHNICAL SECTION: Mr. Cherrick 
PHONE EXTENSION: 61457 

SECTION: CODE @54 

ROOM NO.: 1029 


JUSTIFICATION 


(a) Negotiation authority.—COS No, 57-69 established that this procurement 
can be negotiated without formal advertising pursuant to the authority of 10 
U.S.C. 2304(a) (10). The procedures outlined in NPD-35-204( PAP) applies and 
have been followed. NPD-—12—-1502 (surplus labor areas), NPD-35-102 (PPL) 
are not applicable to this procurement. 

(b) Negotiations.—Negotiations were conducted between Mr. Harold W. Roher, 
representing Chatham Electronics, and Mr. R. Judson, representing the Bureau 
of Ships, between November 2, 1956, and December 18, 1956. 

(c) Supplies and services.—See page 2 of this clearance. 

(d) Necessity for purchase.—1. Radiac major procurement shopping list fiscal 
year 1957, item 3, EPRB approved May 1, 1956. 2. U.S. Marine Corps ICI 
2073-1956 dated June 5, 1956. 

(e) Information regarding contractor.—Chatham Electronics is a well-known 
supplier of electronic equipment to the Navy. Code 1704 has approved the 
financial ability of Chatham to perform this contract. 

(f) Price history. 

(g) Price comparison, 
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(h) Cost analysis.—This is the initial procurement of this model radiac meter. 
Previous models built to different specifications provided the basis for estimates 
for this procurement. 

P.R. 884E-—78109 provided for a total of 3,950 units of AN/PDR-27(__) radiac 
meters to be manufactured under specification SHIPS—R-2446 dated June 22, 
1956. There were 38 proposals submitted in response to this publicized request. 
An initial review of the proposals submitted indicated that Chatham Electronics 
of Livingston, N.J. was the low bidder. Anton Electronics Laboratory, Brooklyn, 
N.Y., appeared to be the fifth low bidder, at the time the proposals were opened. 
However, while Anton had quoted an alternate proposal with firm prices, they 
had left a fully conforming proposal on an open-price basis. Anton had developed 
a ruggedized detector under Navy contract and had assumed that the Navy 
would desire to take advantage of this development on the present procurement 
and offered this development in the alternate proposal. The Navy requested 
that Anton submit a price for a fully conforming proposal which did not con- 
template the ruggedized detector. The price which Anton then submitted for a 
fully conforming bid made them the low bidder. 

Since Anton was permitted to change their price after the bids had been 
opened, Chatham who had been the low bidder until Anton changed their price, 
was then given an opportunity to change their price without information as to 
their relative standing but only with the information that another bidder in the 
competitive price range had been allowed to change their prices. Chatham 
Electronics’ revised price made them once again the low bidder by $640.04. 
The basis for Chatham’s revised price was the use of conventional tubes rather 
than transistors for a part of the equipment which, under the terms of the speci- 
fications, could utilize tubes. 

The low-conforming proposal of Chatham Electronics was accepted without 
further negotiations since it was felt that the response to this procurement was 
adequate to give the best price obtainable without opening negotiations on an 
“auction” basis. Chatham’s proposal as accepted is set forth in exhibit 1. (Not 
furnished. ) 

(i) Recommendation.—The prices as shown herein appear to this negotiator 
to be the best competitive price obtainable and it is therefore recommended that 
authority be granted to issue a fixed-price contract as shown herein to Chatham 
Electronics. 


(Information subsequently supplied by the Navy follows :) 


EXHIBIT V.—NEGOTIATIONS LEADING TO AWARDS OF NOBSR-71633 


Procurement request 884E—78109 provided for a total of 3,950 units of AN/ 
PDR-27( ) radiacmeters. Thirty-eight proposals were submitted in response to 
this publicized request. Two of the proposals which were in the competitive 
range included satisfactory dissertations: Those of Chatham Electronics, of 
Livingston, N. J., and Anton Electronics Laboratory, of Brooklyn, N.Y. Chatham 
appeared to have offered the low proposal with a proposal of $644,981.68. 

Anton appeared to have offered the fifth lowest proposal at the time the pro- 
posals were opened. However, while Anton had quoted an alternate proposal 
with a firm price, the firm had left a fully conforming proposal on an open-price 
basis. Anton had developed a ruggedized detector under Navy contract and, as- 
suming that the Navy would desire to take advantage of this development, offered 
it in the alternate proposal. The Navy requested that Anton submit a price for 
a fully conforming proposal, which did not contemplate the ruggedized detector. 
The price which Anton then submitted for a fully conforming proposal made them 
the low bidder. 

Since Anton was permitted to change its price after the proposals had been 
opened, Chatham was then given an opportunity to change its price without in- 
formation as to its relative standing but only with the information that another 
firm in the competitive price range had been allowed to change its price. Chat- 
ham Electronics reduced its price by $4735.43, which made it once again the 
low proposer by $640.04. The basis for Chatham’s revised price was the use of 
conventional tubes rather than transistors for a part of the equipment where, 
under the terms of the specifications, tubes could be utilized. 

The low-confroming proposal of Chatham Electronics was accepted without 
further negotiations since it was felt that the response to this procurement was 
adequate to give the best price obtainable. 
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Mr. McInarny. All right. You awarded the contract in January 
of 1957: is that correct ? 

Mr. WeATHERLY. That is correct, sir. 

Mr. McINarnay. What was the ‘deliv ery schedule on that contract? 

Mr. Manarrey. There were nine preprods on this contract, sir, and 
then we had a breakdown of the production equipment, a portion of 
these were to be delivered 14 months after date of contract, there is the 
original schedule, that is right, the preprods were to be "delivered 6 
months after contract. 

Mr. McInarnay. When were satisfactory preprods delivered on this 
contract 4 

Mr. Manarrry. Preproduction units were delivered for evaluation 
in January 1958. 

Mr. McInarnay. They were turned down? 

Mr. Manarrey. That is right. They were disapproved. Then 
there was a meeting held with the contractor and it was agreed in the 
best interests of the ( tovernment for the contract to continue, and they 
revised, a revised delivery schedule was submitted and preproduction 
models were resubmitted in February 1959. 

Mr. McInarnay. Those also were turned down ? 

Mr. Manarrey. They were not, sir. They were eventually ap- 
yroved, and the equipment, initial production of equipment was started 
Dec ember 1, 1959. 

Mr. McINarnay. That is correct, but I understood earlier that the 
preproduction models were finally delivered and subject to certain 
changes, were approved in June of 1959. 

Mr. Manarrey. We have in the record here as of June 18, 1958, 
this was the first submission, and this was notifying the contractor 
that his models were not approved. They were disapproved. That 
was a disapproval letter. 

Mr. McINarnay. Perhaps he delivered the models in February, but 
it was not until June that you said they were conditionally approved. 

Mr. Manarrry. Then in May 1959 the contractor was notified, or 
given conditional approvi al for his second submission of equipment. 

Mr. McInarnay. Then he did not prior to December 1, 1959, which 
is almost 3 years from the time the contract was let, and, keeping i in 
mind the fact that he had a 6-month original delivery schedule for 
er ioe he did not deliver the first production model prior to Decem- 

r1,1959? 

Mr. Manarrey. That is right, December 1, 1959, is when he deliv- 
ered his first production equipment. 

Mr. McInarnay. But on November 2, 1959, he was awarded another 
contract for the same item. 

(Material regarding the negotiation of the above-referred-to con- 
tracts furnished prior to this hear ing follows:) 
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Exursit VI 


HEADQUARTERS, DEPARTMENT OF THE ARMY, 
OFFICE OF THE CHIEF SIGNAL OFFICER, 
Washington, D.C., April 2, 1959. 
Subject: Restatement of urgency for radiac meter AN/PDR-27. 
To: Navy Department, BuShips, Washington, D.C., Attn: Code 1714. 

1. References: 

(a) Reference MIPR 02-990127 calling for 2,161 each of subject meter. 
(b) Twx from USASSA, Philadelphia, to BuShips, dated September 18, 
1958. Subject: Justification for proprietary award. 

2. During the interim between reference 1(b) and present, the Army require 
ments for the subject item has doubled and an emergency critical shortage exists 
in overseas commands. 

3. The entire quantity of 2,161 each AN/PDR-27 radiac meters are destined 
for oversea shipment and are currently being carried on a back-order status. 

4. Upon finalization of contract and firm delivery dates, instructions will be 
issued by the chief signal officer to airlift equipment from contractor’s plant to 
required destinations. 

ALLEN T. STANWIXx-Hay, 
Colonel, Signal Corps, 
Acting Chief, Procurement and Distribution Dwision 
(For the Chief Signal Officer). 


[Telegram] 


NNNNTBEP GC17EU B257ETV255EMB126 
MM RBEPD 
DE REUTMA 250 
M 181845Z 
From: CO., U.S. Army, Signal Supply Agency, Philadelphia. 
To: BuShips, Washington, D.C, f 
DA GRNC 
BT 

PH 439 20 for code 623D5 from SigSu-F6E2/MS re telecon Mr. Raymond, Mrs, 
Serepea, this Agency, September 17, 1958, ref MIPR R-02-990127-SC-01-23 
AN/PDR-27. Note © on basic MIPR remains as is. Justification for proprie 
tary award is as follows: Critical shortages exist within the Department of the 
Army for adequate emergency requirements for radiac detection and measuring 
instruments. In view of the extreme critical supply situation and the grave 
hazard to military personnel that would result from protracted delays inherent 
in routine procurement actions. Every effort must be made to accelerate award 
and delivery. 
BT 
18/2201Z 
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B. CONTRACT NO. 81060 OF NOVEMBER 2, 1959, WITH CHATHAM ELECTRONICS 


REQUEST FOR AUTHORITY TO NEGOTIATE CLEARANCE NO..SR(s) 11,945 
BUSHIPS D&F NO. 59-400 
BUSHIPS P. R. NO. 623D5-78109.6 
JNDER THE AUTHORITY OF 10 U.S. Code Date: 26 June 1959 
’ See. 2304(a)(14) 
FOR THE REASONS SET FORTH, IT IS RECOMMENDED THAT AUTHORITY BE GIVEN TO NEGOTIATE THE 
PURCHASE OF: 
3,750 AN/PDR-27J Radiac Sets 
Running-spares for above 
Stock Repair Parts 


Delivery Requirements - To Commence: 7 months after award. To Finish: 9 mos after award. 
Material to be used for: Army Signal Corps Req't - MIPR /#R02-090026-SC-0I-23 
dated 22 May 1959 
Reference in Technical Section: C. Hollander. Phone Extension: 61457 
Section: Code 685 C Room No.; 3316 
JUSTIFICATION: 
1. As set forth in attached D&F 59-400, negotiation is necessary to prevent 
undue delay in procurement. This equipment has been expressly described as 
technical and specialized by Navy technical personnel. 


2. The estimated cost of this procurement is $879,760.00. 


3. The Army Signal Corps' justification for MIPR ;”RC2-090026-SC-OI-23 states: 
"Critical shortages exist within the Department of Army for adequate low range 
detection and measuring instruments. Authorized survey units have been in the 
field approximately two (2) years and are not Combat Ready due to lack of this 
equipment." It further states that "It is imperative that the required delivery 
schedule, or better, be obtained.” The delivery schedule furnished with the 
MIPR calls for 1050 by June 1960, 1350 by September 1960 and 1350 by December 
1960, but the Army Signal Corps based these dates on the presumption that they 
were the best obtainable. The "earliest possible date," as mentioned in 
paragraph 3 of the D&F, is the expressed desire of the Signal Corps. 

4, Chatham Electronics Division of Gera Corporation designed this equipment 
under NObsr - 71633 ($943,871) and is presently in production of a first 
production quantity of 3,941 sets under that contract. Chatham is the only 

firm which has had a preproduction model approved. By virtue of this experience, 
Chatham can begin delivery 7 months after award and finish 9 months after award. 
It is estimated that any other firm would require at least 24 months to begin 
delivery, considering the necessity of retracing the design, submission of 


preproduction models, and engineering and tooling already accomplished by 
Chathan. 


5. (49 This requirement was received in May 1959. 
(41) Funds were made available in May 1959. 


(411) This procurement represents all quantities for which requirements 
are known and funds are available. The Signal Corps, however, has 
asked that a 180 day option for a like quantity (3,750) be included’ 
in the award. Such option will be exercised upon availability of 
Signal Corps funds. 


(iv) No subsequent purchase of this equipment, other than the option 
quantity mentioned above, is planned at this time. 


(v) The Purchase Request was received in the Contract Division on 
10 June 1959. 
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(vi) It is expected that specificatigns and drawings suitable for 
competitive bidding will become available in September, 1960 
when Nobsr-71633 is scheduled for completion. 


Approved, 


E. Jd. Rheem 
7/12/59 


Clearance prepared by: Mr. B. Rogerson 


Phone Extension: 61437 

Date: 6/26/59 

D&F Approval by Counsel: C. W. Dall, Jr. 
Phone Extension: 65935 


Date: 7/8/59 
Contracting Officer: C. W. Underwood, Director of Contracts 


DETERMINATION AND FINDINGS 


AUTHORITY TO NEGOTIATE INDIVIDUAL CONTRACT 


Upon the basis of the following findings and determinations which I hereby 
make as Agency Head, the proposed contract described below may be negotiated 
without advertising, pursuant to the authority of 10 U.S. Code, Sec. 2304(a) (14). 


FINDINGS 


1. The proposed procurement provides for the furnishing of approximately 3,750 
AN/PDR-27J Radiac Sets, running spares, Repair Parts, associated technical 
data and reports. 

2. The AN/PDR-27J is a transistorized low-range gamma-detecting instrument 
with a beta-detecting capability. 

3. The manufacture of this equipment requires familiarity with design and 
specifications as well as substantial production engineering and physical prepa- 
ration. These radiac sets are urgently required by the Army Signal Corps at 
the present time and it is necessary that delivery be made at the earliest possi- 
ble date. Chatham Electronics Division of Gera Corporation designed this 
equipment and is presently in production of it under NObsr—71633. By virtue 
of this previous experience, Chatham can begin delivery seven months after 
award and finish in nine months. Any other supplier would require approxi- 
mately 24 months for first delivery due to the necessity of retracing Chatham’s 
design and engineering, the necessity of providing preproduction models and the 
testing of such preproduction models for approval. 


DETERMINATIONS 


1. The property to be procured under the proposed procurement is of a technical 


and specialized nature. 
2. The property is such as to require an extended period of preparation for 


— 


manufacture. 
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3. Procurement by advertising and competitive bidding will unduly delay pro- 
eurement. 

Date 23 Jul 1959 

C. P. MILNE, 
Assistant Secretary of the Navy (Material). 

Mr. Manarrery. He had been given conditional approval on May 1, 
1959. 

Mr. McInarnay. That is correct. 

Mr. Manarrey. That conditional approval means, sir, that the 
equipment met the performance specification requirements, with the 
exception of a few small minor items which could be taken care of, 
and it would not require another resubmission. 

Mr. McInarnay. Well, is it true or is it not, that prior to December 
1, 1959, he did not furnish the first production model ? 

Mr. Manarrey. That is right. 

Mr. McInarnay. Is it also true that on November 2, 1959, you 
awarded him another contract for some 3,000 more units? 

Mr. Weatnerty. That is correct. 

Mr. McInarnay. What was the unit price? 

Mr. Weatruerry. The unit price of the second contract was $229.67, 
sir. 

Mr. McInarnay. Is that the figure that can be related to the $150 
in the first contract ? 

Mr. Weatnerty. Mr. McInarnay, may I explain the condition of 
that $229 price, please. This contract, the second contract, which you 
are referring to, is NObsr—81090, and as you have previously stated, 
was awarded November 2, 1959. This contract was awarded as a 
maximum -redeterminable-downward-only contract to be redetermin- 
able downward only after the delivery of 750 equipments by the 
contractor. 

We have just recently received an audit report auditing the con- 
tractor’s costs of performing this contract, and that audit report dis- 
closes that the contractor will sustain a loss of approximately $96,000 
in performing at the $229 price. 

Mr. McInarnay. That is interesting. Mr. Mahaffey, I think you 
told us when we were over there last year that in terms of expense of 
the item, the J model is about on a par with the G model. 

Mr. Manarrey. The J—— 

Mr. McInarnay. There are some refinements, but insofar as the 
costs of putting those in, you have a dual probe and it is transistorized 
in part, but it would not cost any more. 

Mr. Manarrey. The J model does have the features you mentioned, 
sir, that is right. 

Mr. McInarnay. And in January 1959 or April, thereabouts, you 
bought some G models of the same unit ? 

Mr. Manarrey. I think the best price we probably ever had on the 
G models is, of this same order of magnitude of procurement, namely, 
around 3,000 procurements, 3,000 units, the unit price has been around 
$200, $198.29. 

Mr. McInarnay. That is correct. 

Mr. Manarrey. The J, the first J model we talked about here, the 
71633, the unit price was stated by Mr. Weatherly as $150.70 for a por- 
tion of them and $151.25 for another portion of the units on that 
contract. 

54469—60——_4 
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Mr. McInarnay. Well, in other words, on November 2, at least 
28 days prior to the first delivery on the first contract you gave them 
another contract, sole source ? 

Mr. Weatuerty. Mr. McInarnay, may I offer an explanation of 
why we did this. 

The lapse of time that we are referring to in the performance of 
the first contract was, as you have stated, from June 18 of 1956, until 
we had obtained a satisfactory indication that the contractor could 
produce this equipment, which was in May 1959. However, during 
the intervening time interval, we had met on several occasions with 
this particular contractor to keep track of his progress that he was 
making. 

We had a rather formal meeting in July of 1958, at which prior to 
that meeting or at that time, we had issued him a notice, what we 
term as a cure notice and gave him an opportunity to come in and 
explain to us what his plans were for performing his contract. Then 
we followed that with a meeting with him on July 8, 1958, in which 
his technical progress was evaluated by the engineers of the Bureau 
of Ships, and at that time it was determined that it was in the interest 
of the Government to continue with this man rather than calling 
him in default and going to someone else, in that we would lose ap- 
proximately the same amount of time that we had lost with him up 
to that point. So the decision had to be made to continue in the in- 
terest of saving time, to continue with him. 

Mr. McInarnay. Do you think his performance on the contract of 
January 1957 was satisfactory ! 

Mr. WrATHERLY. You mean the first one? 

Mr. McInarnay. Yes. 

Mr. WeaATHERLY. I think we have to bear in mind that this was 
the first time anyone had actually gone in production on a PDR-27J, 
and at our meeting we agreed with him in such a situation there are 
inherent considerable engineering difficulties, which had to be re- 
solved, and we really do not feel that under the circumstances, that 
he did take too long. 

Mr. McInarnay. Is this about par for the course? 

Mr. WeaTuer.y. I do not believe I can answer that, sir. 

Mr. McInarnay. Well, if it is not 

Mr. Weatuercy. It would depend on the circumstances, the com- 
plexity of the equipment and many other factors which will have a 


bearing on this. 
Mr. McInarnay. Let us get into the PDR-27G. Early in 1958 





you received a MIPR (Military Interdepartmental Procurement Re- | 
quest) as I understand it, from the Air Force followed by one in | 


August from the Signal Corps in the Army stating an urgent re 
quirement for this unit which is substantially the same as the PDR- 
27J leaving out these refinements we are talking about. 

Mr. Wearnerty. Mr. McInarnay, I think we could save a lot of 
time and a lot of confusion surrounding the procurement of the “G” 
if you would permit me to read for the benefit of those here who have 
not read it, a letter written to the chairms” of the committee signed 
by Secretary Milne, Assistant Secretary for Material. 

Mr. McInarnay. I think perhaps un!ess you esnecially want to 


do this, we might at this point put it in the record and go on and | 
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discuss a few details, because the time is getting late, and we will 
not go into too much detail on this. 

Mr. WeaTtHERLY. Well, the reason I am asking permission to do 
this, the situation can become confusing and I think this letter would 
tend to clear up some of the possible questions that may arise from it. 

Mr. McInarnay. Well, suppose we ask a few questions and then 
if vou feel that there is a need to read the letter, do that. 

Mr. WeATHERLY. Very good, sir. 

Mr. McInarnay. There was no action on these urgent requests 
other than requesting a justification for the urgency of the requiring 
department that had the requirement, is that correct 


Mr. WeatHerty. I am sorry. Would you mind repeating that. 

Mr. McInarnay. In other words, you did not go out until Septem- 
ber 1958 or thereabouts, on an IFB basis for a formally advertised 
award, partial set-aside on this requirement ? 

Mr. WrATHERLY. We, in this letter to the chairman of the com- 
mittee, have admitted to certain administrative errors in this case, 
And there were oversights made administratively which were 
uncovered ; then we went on from there. 


(Following is letter above referred to, from Assistant Secretary of 
the Navy C. P. Milne:) 


Exursit VII 


DEPARTMENT OF THE Navy, 
OFFICE OF THE SECRETARY, 
Washington, June 12, 1959. 
Hon. GrorGE SMATHERS, 
Chairman, Subcommittee on Government Procurement of Select Committee on 
Small Business, U.S. Senate, Washington, D.C. 

My Dear Mr. CuarrmMan: This is in further reply to your letter of May 18, 
1959, in which you asked that a review be made of two recent Bureau of Ships 
procurements for radiac meters, awarded to Specialty Engineering & Electronics 
Co., Brookiyn, New York. You questioned the correctness of the procedures 
followed by the Bureau in these procurements, particularly in light of the urgent 
requirement for the equipment. 

As inferred in your letter, an administrative error was made by the Bureau 
of Ships in failing to take into account the urgent need of the Army and Air 
Force for these meters, and accordingly initiating prompt procurement of such 
meters specifying the earliest possible delivery dates. Our review, however, 
does not indicate any violation of procurement regulations with respect to the 
processing and award of the procurements mentioned in your correspondence. 

Failure to recognize the urgency of the Army and Air Force requirements for 
radiac meters resulted in the initiation by the Bureau of Ships of an advertised 
procurement in December 1958, under IFB 600—-789-59-S, which provided for 
procurement on a “step-ladder” basis of 1,300 to 2,175 units with an additional 
approximate 50 percent set-aside for small business. The provision for bids 
on various quantities was included, because at the time the procurement was 
initiated the exact quantity of meters to be procured was not known. The 
bids were opened on January 6, 1959. The two lowest bidders on this pro- 
curement were determined not to be technically or financially qualified, and 
the Small Business Administration (SBA) refused to issue either of them a 
certificate of competency. Systems, Inc., the third low bidder, was determined 
not to be technically qualified, and at first was also refused a certificate of 
competency by SBA. However, SBA thereafter reversed its position and issued 
such a certificate to Systems, Inc. 

Before an award could be made under the invitation, the Air Force notified 
the Bureau of Ships of the urgency of its requirement for te equipment. It 
was determined to negotiate, to meet the Air Force requirement -f 1°78 units, 
with prior producers of the equipment, Admiral Corp. and Snecialtvy Eoginecr 
ing & Electronics Co., either of which could meet the early delivery requi»ement. 
Proposals were requested of these two firms in February 1959, and on March 9, 
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4959, the award was made to the low bidder, Specialty Engineering & Blec- 
tronics Co. Although the equipment could have been procured under IFB 600- 
789-59-S, the IFB schedule would not have met the urgent delivery require- 
ments called for by the Air Force. The invitation, as I previously indicated, 
ealled for bids on various quantities, with an approximate 50 percent set-aside 
for small business. Negotiating to fill the Air Force request in no way impaired 
the effectiveness of the invitation, which included Army as well as Air Force 
requirements. Since Army requirements for this equipment were still unfilled, 
it was planned to make an award under this invitation for the smallest step 
ladder quantity of 1,800 units with an additional approximate 50 percent small 
business set-aside. 

Receipt of a letter of April 2, 1959, from the Signal Corps, Department of 
Army, indicating even greater urgency than its original request, necessitated a 
change in the proposed procurement plan. An award under the schedule called 
for by the invitation for bid under the advertised procurement would have been 
totally inadequate to meet the Signal Corps requirements. It was decided to 
cancel this invitation and to negotiate with Specialty Engineering & Electronics 
Co. who was currently producing under a separate contract. Specialty En- 
gineering & Electronics Co. is a small business concern able to meet early delivery 
dates at the best price to the Government. Because the Admiral Corp. was 
not within the competitive price range in the March procurement, it was con- 
sidered unnecessary to again solicit that firm. Proposals for 2,482 units were 
requested on April 16, 1959, from Specialty Engineering & Electronics Co., the 
current producer, and Systems, Inc., with deliveries to commence in September 
1959 and to be completed in January 1960. 

The Bureau requested a proposal from Systems, Inc., although the technical 
dissertation submitted by the firm in response to the canceled invitation had 
indicated the firm was not technically qualified. Because Systems, Inc., had 
never produced the equipment, they would have been required to submit a 
preproduction model for testing, requiring approximately 90 days. However, 
if Systems, Inc.’s proposal had been low. the Bureau of Ships was prepared to 
review the firm’s capabilities. The contract was awarded on May 7, 1959, to 
Specialty Engineering & Electronics Co., whose proposal was substantially lower 
than that submitted by Systems, Inc. There is every reason to believe that 
Specialty Engineering & Electronics Co. will be able to meet the urgent delivery 
requirements. 

Although the Bureau of Ships initially failed to respond to the urgency of 
these procurement requests, the review of the procedures followed discloses 
no violation of procurement regulations in either of the awards. The Chief 
of the Bureau of Ships has informed me that Bureau personnel involved in 
procurement matters have been cautioned to give special consideration to the 
urgency of procurement requests. 

With kindest regards, 

Sincerely yours, 
C. P. MItne, 
Assistant Secretary of the Navy (Material). 


Mr. McInarnay. All right. Do you feel that it is your duty to go 
back to the Air Force and the Army in these cases, and ask them for 
their justification for giving you an urgent requirement ? 

Mr. Wearuerty. If there would be any reason for doubt on our 
part or if we felt that in the interest of creating a competitive situa- 
tion that could otherwise be done without it, we sometimes do; yes, 
sir. 

Mr. McInarnay. Do you feel you have the responsibility to do this? 

Mr. Wearuerty. In this particular case, I did, sir; yes, sir. 

Mr. McInarnay. I was just wondering how that "fits in with the 
ASPR 4206.1 which says, in part: 

The procuring department has no responsibility to determine the validity of a 
stated requirement in an approved procurement request. 

Would not this have obviated some of the time taken up and the 
months taken up in determining whether the Air Force and the Army 
were really—really meant what they said ? 
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Mr. Weatuerty. Mr. McInarnay, I do not believe an appreciable 
amount of time was consumed by us in going back for reconfirmation 
of the statement of urgency. The time that was lost was due to 
administrative oversight. But I think we moved rather rapidly into 
this thing under the circumstances under which we were operating 
after we had called the Signal Corps and the Air Force back in for a 
reconfirmation of their urgent requirement. 

Mr. McInarnay. You have an item known to us as DT-60 Dosim- 
eter. 

Mr. WeatuHerty. Yes, sir. We are the procuring activity for the 
DT-60 Dosimeter. 

Mr. McInarnay. You have an advertised bid opening the 29th of 
this month; is that correct ? 

Mr. WeaTHERLY. I do believe we have in process now a procurement 
for the DT-60; yes, sir. 

Mr. McInarnay. What was the last price you paid for this item? 

Mr. Manarrey. I have that, sir. The last unit price we had was 
less than $1, and this was a contract we had with Corning Glass 
Works. I might add here that in the early stages of this development, 
which is a solid state-type of device of phosphate glass Dosimeter for 
the purpose of giving an individual the amount of radiation that he 
has tad exposed to, the first procurement we got into following the 
development we paid $3.73 for it, and as we got into additional pro- 
curements, the final procurement that we had was 99 cents. 

Mr. McInarnay. 99 cents. Have you not paid as high as $33 for 
it? 

Mr. Manarrey. Pardon. 

Mr. McInarnay. Have you not paid as high as $33 ? 

Mr. Manarrey. I would like to make a correction to that statement, 
sir, if you will bear with me for just a moment. DT-—60, that was 
put into the system as a development some 4 or 5 years ago, and we 
did find with time that there were some stabilizing parameters that 
should be corrected. We also realized that this being a Dosimeter 
radar system, there are two parts to this thing, the reader which is 
used to read the Dosimeter, and, of course, then there is the Dosimeter 
itself, and we had to get into a field change kit modification, and dur- 
ing the period of that time some of these so-called predose problems 
that arose we investigated, and as a result of this investigation, we 
were able to correct these deficiencies and I think this is where per- 
haps the price comes in that for the first 100 models, and this, by the 
way, sir, I would like to indicate, does include development, the 100 
models cost us around $192.90 a unit. While these were being checked 
into, we had a request as a military interdepartmental purchase re- 
quest for additional units, and this additional quantity for a thousand 
models, excuse me, the unit price was $34.64. 

Now, this is progressing, I would like to indicate, as you go from 
development down through the stages of production, and then there 
was an amendment three to this same contract for 700 units, and the 
unit price was $13.57. 

Now, in trying to answer a question here pertaining to production, 
we would like to indicate that we anticipate that the unit cost of this 
item, that is, the correct item, if we were to buy it today, would prob- 
ably be less than $2 per unit on quantities of 100,000. 
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Mr. McInarnay. So it went from 99 cents to $190, back down to 
$33, to $13, and now it is going to go back down to $2 again ? 

Mr. Maunarrey. I would like to indicate again, sir, that when we 
paid $3.78 or some such figure in the early days, we were buying 
187,000, that was following the initial development of the initial 
DT-60, some 6 or 8 years ago. 

With time and getting this into the system, we observed some defi- 
ciencies, and these deficiencies, of course, we wanted to correct. To 
correct these difficulties, we did—money not being available—go 
through a whole program: we took it stepwise and we felt this would 
be the proper way to do it because we would have a finger on the pulse 
all the way from the standpoint of development, and from the stand- 
point of costs. So we did pay the prices you mentioned, but I would 
like to indicate that this was prorated over the development chart, sir. 

Mr. McInarnay. Would you accept the fact that a substantial part 
of this savings reflected in these different prices is the result of com- 
petition ? 

Mr. Manarrey. Competition, of course, is what we all welcome 
and competition will help to reduce the prices. We have had large 
business as well as small business with us when we procured these 
initial quantities of the DT-60 which are being built. 

Mr. McInarnay. None of these contracts we have studied the 
prices of were on a so-called sole-source basis ¢ 

Mr. Manarrey. For the record, I might say, sir, that the pro- 
duction procurement, the various contractors involved, to date, Corn- 
ing Glass, Polaroid Corp., the Penn Burney Instrument Co., and the 
Bausch & Lomb Co. The present company doing the development 
work on these modified works has been the Specialty Electronics Co. 

Mr. McInarnay. As the sole source ? 

Mr. Mauarrey. It has been a followup of the modification im- 
provement, sir. I believe the IFB that you referred to is the one 
that is in the mill at the moment. And that, of course, we do wel- 
come competition there, sir. 

Mr. McInarnay. I was just trying to point out that there was a 
substantial difference in the prices in the history of this procure- 
ment and I would like for you to say, if it is true, that this was not 
all attributed to the refinements and the development of the item! 

Mr. Manarrey. Another factor that enters into this, of course, as 
you can appreciate it, are the quantities involved. When we got 
these units at a unit price of 99 cents, we were talking in terms of 
1.1 million units. 

Mr. McInarnay. You buy the SPS-10 radar system ? 

Mr. WeatHeRLy. Yes, we do, sir. 

Mr. McInarnay. Is it true that on a sole-source basis this item 
cost you $27,000? 

Mr. Weatnerty. Mr. Koch will answer the question, if he may, 
sir. 

Mr. Kocu. I think that is correct, Mr. McInarnay. I am sure you 
have the figures that were taken from our files on it and a GAO re- 
port, both of which would indicate the complete history of this 
procurement. 

Mr. McInarnay. And this was in June of 1958 ? 
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Mr. Kocu. Yes, sir: there was a contract, NOBSR 75399, awarded 
on that date to Sylvania Electronics Products, Inc. 

Mr. McInarnay. Then you went out on an advertised bid, for- 
mally advertised procurement, in November of the same year, and 
bought the item for $17,000? 

Mr. Kocu. That is correct, sir. 

Mr. McInarnay. There was no competition in the first procure- 
ment ¢ 

Mr. Kocu. The contract that was awarded in June, there were 
three proposals submitted. The award was made to Sylvania on 
that contract as the low of three bids, three proposals. 

Mr. McInarnay. Does this indicate to you that perhaps even when 
you have competition in negotiation that you may still have some 
unknown savings available in formally advertised procurement ? 

Mr. Kocu. I do not think that is necessarily true, Mr. MecInarnay. 
I think by and large, our contractors submit their best price on com- 
yetitive negotiated deals. They know we do not shop around for 
etter prices; we do not auction things off. Under the regulations, 
we would normally award on the low conforming bid to the responsible 
and responsive bidder, in very much the same manner or in the same 
manner as we would if we had formally advertised it. 

Mr. McINarnay. Mr. Koch, you say that you think that the bidders 
normally in negotiated procurement submit their best quotation and 
their best proposals ¢ 

Mr. Kocu. Competitive negotiations; yes, sir. 

Mr. McInarnay. Why do you think ASPR requires that if you are 
not going to negotiate the proposal or the quotation, and are going to 
award the contract on their original submission, that you must warn 
every bidder that you are going to do this? 

Mr. Kocu. I would not like to comment on why ASPR requires 
this, but it grew up over a long period of time, and I think on the 
assumption of a great many people that we were in the business of 


auctioning off procurement, and this was a step to inform the public 
that this was not so. 


Mr. McInarnay. That isall I have. 

Senator Smaruers. Mr. Koch, let me just ask a couple of questions 
right there on that last point. Are you of the opinion that it is 
better to negotiate a bid than to put it up for public advertisement ? 

Mr. Kocn. No, sir. 

Senator Smatuers. What are you in favor of @ 

Mr. Kocn. I am in favor of advertising all procurements that we 
possibly can, sir. And in the absence of formal advertising, then 
competitive negotiation to the extent possible. 

_ Senator Smaruers. What was the reason why you could not adver- 
tise the bid in this first thing you were talking about here with Mr. 
McInarnay ? 

Mr. Kocu. I am sorry for the delay, Senator, but I was looking for 
the determinations and findings covering that and I do not seem to 
have a copy of that here." My recollection on it is, though, that it 
was urgent requirement that time did not permit any further delays 
to obtain a complete detailed specification for formal advertising. So 





1 See exhibit VI, p. 38. 
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we went competitively to the two people we knew were qualified to 
build this equipment, and a third company submitted a proposal, also. 

Senator SmatTuers. But you feel that wherever you can advertise, 
that is desirable? 

Mr. Kocu. Yes, sir. 

Senator Smatuers. You follow that practice, you people over there, 
regularly ? 

Mr. Kocu. Yes, sir. 

Senator Smatuers. Mr. McInarnay, any more questions? 

Mr. McInarnay. No. 

Senator Smatruers. All right. Mr. McInarnay tells me he has con- 
cluded this part of the hearing this morning with you gentlemen from 
the Navy. So we thank you very much for your answers to the 
questions and for your coming over here and advising us on these 
matters which we have raised. 

Captain Unperwoop. We appreciate the opportunity to give you 
the information. 

Senator Smatuers. Thank you very much, sir. 

We have listed the Aviation Supply Office of the Navy as the next 
group of witnesses. However, it is now 12:15 and it has been recom- 
mended that we recess until 2 o’clock. So if they will be prepared 
to go at 2 o’clock, we will be appreciative. 

We will stand in recess until 2 o’clock. 

(Whereupon, at 12:15 p.m., the hearing was recessed, to reconvene 
at 2 p.m..) 

AFTERNOON SESSION 


Senator Eneie (presiding). The committee will be in order. 

This is a continuation of the hearing this morning on the subject 
of negotiated and sole source defense contracts. 

The first group to appear this afternoon will be the Aviation Supply 
Office, of Philadelphia. 


Let’s see, who is going to make a statement ? 


STATEMENT OF REAR ADM. JOSEPH M. LYLE, SC, USN, COMMAND- 
ING OFFICER, AVIATION SUPPLY OFFICE, PHILADELPHIA, PA.; 
ACCOMPANIED BY CAPT. JACK W. HIRST, DIRECTOR, PURCHASE 
DIVISION; WILLIAM F. 0’CONNELL, SMALL BUSINESS SPECIAL- 
IST; ALMUS C. BARLOW, EXECUTIVE ASSISTANT, TECHNICAL 
DIVISION; EDWARD A. JOHNSTON, EXECUTIVE ASSISTANT TO 
PURCHASE DIVISION, DIRECTOR AND CONTRACTING OFFICER; 
JOHN T. HOWARD, NEGOTIATOR (BUYING UNIT SUPERVISOR) ; 
LT. COMDR. RICHARD KNIGHT, SC, USN, CONTRACT ADMINIS- 
TRATOR; AND CAPT. THOMAS M. ADAMS, DIRECTOR, AVIONICS 
DIVISION, BUREAU OF NAVAL WEAPONS 


Admiral Lyte. Mr. Chairman, I have a short statement for the 
record, but to save the committee’s time I suggest that I merely high- 
light a few points that I would like to emphasize for the committee's 
attention. 

Senator Enerte. You havea prepared statement. 

Admiral Lyte. Yes, sir. 
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Senator Eneie. Without objection the prepared statement will be 
made a part of the record as if read, and you may proceed to ex- 
temporize in explanation or in summarization of it. 

Admiral Lyte. Thank you, sir. 

Iam Rear Adm. J. M. Lyle, commanding officer of the Naval Avia- 
tion Supply Office, commonly known as ASO, located at Philadelphia. 

ASO is the principal inventory control point for technical aviation 
material in the Navy. 

It is responsible for requirements determinations, procurement, 
distribution of spare parts, special equipment, and general-use avia- 
tion material required for the support of Navy and Marine Aircraft, 
aircraft engines, missiles, and other items of major equipment, all of 
which are developed and procured by the Bureau of Naval Weapons. 

In carrying out its functions, the ASO fully supports the estab- 
lished policy of making maximum use of competitive procurement 
and of insuring that small business is given every opportunity within 
its potential to compete for our business. 

However, Mr. Chairman, I do want to make the point, the special 
point that our business is primarily concerned with the procurement 
of spare parts and equipment for aircraft, that military readiness, 
safety of flight, and true economy require that these parts fit and 
perform properly and dependably in the assemblies for which they 
are designed. In most cases this can be reasonably assured only by 

etting this part from or through the producer of the end item. 
herefore, the greater part of our procurement is necessarily sole 
source. 

Since, in general, the amount of procurement from small business is 
proportionate to the amount of competitive procurement, our potential 
bor smal] business is comparatively small. 

However, where quality, fit, and performance in the assembly 
are not critical, and where we have adequate data specifications, draw- 
ings, we do buy competitively. We are trying to expand the amount 
of competitive procurement; that we are making progress is borne 
out by the fact that our small business percentage so far this fiscal 
year 1s running at the 14-percent level as opposed to 10 precent for 
fiscal year 1959. 

I would now like to present to you members of the requested middle 
management representation from the Aviation Supply Office: Mr. 
O’Connell, the small business specialist; Captain Hirst, the Director 
of Procurement; Mr. Johnston, contracting officer; Mr. Howard, the 
negotiator; Lieutenant Commander Knight, the contract administra- 
tion officer ; and Mr. Barlow, technician. 

We await your questions, sir. 

Senator Eneie. Thank you very much, Admiral. 

(The prepared statement of Admiral Lyle follows:) 


PREPARED STATEMENT OF REAR ApM. J. M. Lyte, COMMANDING OFFICER OF THE 
Nava AvraATION Suppty Orrice (ASO), PHILADELPHIA, Pa. 


Mr. Chairman and members of the committee, I am Rear Adm. J. M. Lyle, com- 
manding officer of the Naval Aviation Supply Office, commonly known as ASO. 
I would like to speak very briefly on a few special aspects of ASO’s procurement 
operations. 

ASO is the Navy’s principal inventory control point for technical aviation ma- 
terial. It is responsible for requirements determination, procurement, and 
distribution of spare parts, special equipment, and general-use aviation material 
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required for the support of Navy and Marine aircraft, aircraft engines, missiles, 
and other items of major equipment which are developed and procured by the 
Bureau of Naval Weapons. 

In carrying out this function, the ASO fully supports the established policies 
of making the optimum use of competitive procurement and of insuring that 
small business is given every opportunity within its potential to compete for our 
procurement business. 

However, I want to point out and emphasize that our business is largely con- 
cerned with the procurement of replacement parts- for aircraft and related 
equipment, and that military readiness, safety of flight, and true economy dictate 
that these parts fit and work properly and dependably in the assembly. In a 
great portion of cases, this can be reasonably assured only by procurement of 
the part or subassembly from or through the producer of the end items. 

Much has been made of specific instances where considerable savings have 
resulted from opening procurements to competition. These savings should of 
course not be minimized but they should not be magnified to the point where the 
measure of worth is solely the purchase price. 

Of greater importance in our operation is the potential cost in lives and 
expensive aircraft lost, impairment of fleet readiness, and the cost of the in- 
ventories that must be condemned and disposed of if unreliable and/or incom- 
patible spare parts were introduced into the supply system. 

In consideration of these factors, many items are intentionally locked into 
the original manufacturer for design control to insure that designed perform- 
ance is realized, that failures occurring in fleet operations are promptly cor- 
rected and that support items introduced into the supply system are consistent 
with the varying modifications of the aircraft in operation. These items are 
obtainable only from sole or very limited sources from beginning to end. All 
factors considered, the best interests of the Government are served by this 
practice. This category of material consists of the higher cost items and ac- 
counts for the largest portion of the dollar value of our procurements. 

I do not mean to imply that this category is relegated to sole-source pro- 
curement without further consideration. These items are examined for pos- 
sible standardization and where possible written standards are promulgated. 
Where standardization cannot be accomplished and where the volume of pro 
curement warrants, purchase descriptions or specifications are developed to 
permit competitive procurement. 

The balance of the material under ASO control consists of a large number 
of items for which considerations of design control, interchangeability, tech- 
nical progress, ete., are not so critical or for which standardization is possible. 
Items such as nuts, bolts, fasteners, electrical and hydraulic fittings, aviation 
clothing, survival equipment, and some electronic equipment among others are 
included therein. This category is generally susceptible to competitive pro 
curement. While numerically large, the items are relatively low in cost and 
therefore account for the smaller part of our total procurement dollars. 

Several devices are in use or under study to increase the number of items 
in this latter category. One of these is the qualified products list where manv- 
facturers’ products are tested and qualified in advance thus permitting the buyer 
to obtain competition among known proven sources. This device has _ per- 
mitted us to formally advertise such critical items as parachutes, life vests, and 


various electronics equipments. Unfortunately, the extension of its use is | 
restricted by the Navy’s capacity to test and qualify material and by industry's | 


interest in investing the money required to prepare and submit its products 
for test. Obviously the potential dollar value of future procurements must be 
considerable before the necessary interest can be aroused. 

It is a generally accepted fact that the portion of military procurements that 
goes to small business is in direct proportion to that portion of the procurements 
opened to competition. Because of the above factors which limit competition, 


the dollar value of small business potential within the material controlled by | 
the ASO is not large when compared with the total. However, we are making | 
progress in increasing this potential, as evidenced by the fact that the small | 
business share is 14 percent dollarwise for fiscal year 1960 through February 


as compared to about 10 percent for 1959. 

I would now like to introduce the requested representation of middle mat 
agement from the ASO who await your questions: 

Capt. J. W. Hirst, director of purchasing; Lt. Comdr. R. H. Knight, contract 
administration officer; Mr. E. A. Johnston, contracting officer; Mr. A. Barlow, 
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technical staff member; Mr. W. F. O’Connell, small business specialist; and 
Mr. J. T. Howard, negotiator. 
Senator Ener. Counsel, will you proceed with your questioning. 


Mr. McInarnay. I would like to ask the contracting officer, Mr. 
Johnston 

Mr. JoHnston.”” Yes, sir. 

Mr. McInarnay (continuing). What is the limitation on your au- 
thority to contract ? 

Mr. Jounston. There is no monetary limitation on my authority to 
contract nor on the type of contract document that I am authorized to 
sign. 

Of course, as was testified by the Bureau of Ships this morning, we 
submit procurements above $300,000 to the Office of Naval Materiel 
for what we refer to as business clearance, and locally within our 
command we have a contract review board which, in general, cuts in 
at the $50,000 level for the review by more than one contract officer. 

Mr. McIwnarnay. I see. 

What percent did you say is going to small business from the Avia- 
tion Supply Office? 

Mr. Jounston. Currently this fiscal year it is running about 14 per- 
cent of the dollars. 

Mr. McInaArnay. There is one procurement at ASO that we are 
particularly interested in. Captain Adams, I believe, is prepared to 
discuss this, and I would like to ask him a few questions on it. 

Captain Apams."° Yes, sir. 

Mr. McInarnay. Could we have a microphone back there for him ? 
mentor Ener. You have your material there where you can get 
at it? 

Captain Apams. It is right here, sir, if I need it. I think I am 
ready to answer questions. I believe I am ready to answer questions. 

I would like to make clear, I am Captain Adams of the Bureau of 
Naval Weapons, and I am not attached to the Aviation Supply Office. 

Mr. McInarnay. I see. 

Now, the item under discussion is, I think, generally referred to as 
the ARC-27, the transistorized power supply ; is that correct ? 

Captain Apams. Yes, sir; that is the name. 

Mr. McInarnay. Back in 1959, early 1959, you had a contract for 
7,000 units of this power supply, is that correct ? 

Captain Apams. That is correct, sir. 

Mr. McInarnay. What was the unit price? 

Captain Apams. The unit price was, figured very close to $360. 
The total contract price was $2.52 million. 

Mr. McInarnay. What was the total price? 

Captain Apams. $2,520,000, and some odd. 

Mr. McInarnay. Now, since that time you have had another pro- 
curement. What was the month and year of that ? 

Captain Apams. In May of 1959 we were able to place a follow-on 
rocurement for an equivalent piece of equipment on a competitive 
asis, and the winning price was just about $180 per unit. 

Mr. McInarnay. I see. 

Captain Apams. The number purchased on follow-on was 6,500. 








“BH. A. Johnston, Contracting Officer. 
“Capt. Thomas M. Adams, Director, Avionics Division, Bureau of Naval Weapons. 
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Mr. McInarnay. ! understand there was a total of 86 firms which 
bid on this procurement ? 

Captain Apams. There were a great many. I had heard figures of 
upward of 70. I think 86 may be right, sir. 

Mr. McIwarnay. Thirty-five of whom bid under $230, 

Captain Anas. I believe this could be correct. 

Mr. McInarnay. And the contractor which had it on a sole source 
basis for $360, bid, when there was competition, $181.45, just 4 months 
later. 

Captain Apams. This is true, sir. 

Mr. McInarnay. So apparently he was not the low bidder. There 
was one lower than that who got the contract. 

Captain Apams. That is correct. 

Mr. McIwnarnay. In getting competition for this item over this 
span of 4 months, you could say you saved about $180 a unit on 6,500 
units ? 

Captain Apams. With some qualifications, if I may point them out, 
sir. 

When we bought the original 7,000 units we also bought the draw- 
ings and specifications for the follow-on item. ‘This was a company- 
developed product. 

Mr. McInarnay. Have you any basis at this time for estimatin 
what part of the total cost on the sole source purchase was involv 
in paying for the drawings and specifications ? , 

eaten Apams. I do not have that figure, sir. I do not know that J 
the Government could make this estimate. The contractor had done 
this development and he had carried on his own qualification pro- 





gram under Government witnessing, all of which cost him some " 

money. f 

I think it is reasonable that the competitive procurement 4 months 7 

later did result in price shaving in addition to the money paid for the , 

drawings and the specifications. , } 

Mr. McInarnay. What was the justification for making this a sole : 


: source back in January 1959? 

Captain Apams. This was the only unit available on the market. 
It was the only qualified transistorized power supply on the market, h 
and we were in receipt of an urgent MIPR from the Air Force for 7 
this quantity. 

Mr. McInarnay. In the span of 4 months many contractors be- / f 
came qualified, is that correct ? a 

Captain Apams. Well, sir, in the span of 4 months, many con- 


| 


tractors were advised through procuring procedures that a competi- th 
tive procurement would be made. They were qualified to produce. 4¢ 
They were given the option to produce an exact duplicate or to sub- 19 
mit and qualify an equivalent device. th 

Mr. McInarnay. How was it that you were able to get specifica- | 
tions and drawings from the first contractor since, you say, he de- , 
veloped it.on his own money ? for 


Captain Apams. Once we had bought the unit we were able to stip- | 
ulate delivery of drawings and specifications as part of the produc: | 
tion contract. 


Mr. McInarnay. Could you normally stipulate this if you wanted | = 


to for privately developed items ? 
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Captain Apams. I am not sure that I can speak to the entire field 
of procurement on the subject, sir. 

Mr. McInarnay. Well, overall there was a saving of $114 million, 
a good part of which can be attributed to competition. 

Captain Apams. I would say so, sir. I cannot say the exact amount, 
but I would say a fair portion. 

Mr. McInarnay. Is it not true that a small-business concern was 
the successful bidder on the competitive award ? 

Captain Apams. Yes, sir. 

Mr. McInarnay. That is all the questioning I have on that; thank 
you. 
* Let us discuss the PRC—32 which, I understand, you have all the 
facts on and are ready to discuss ? 

Captain Hirsr.’* Yes, sir. 

Mr. McInarnay. Is it true that this item was awarded on a sole 
source basis for some 4 or 5 years prior to a pending procurement ? 

Captain Hirst. Since from about 1955 until the pending procure- 
ment it was awarded on a sole source basis. However, in 1957 an at- 
tempt was made to advertise and, as a result, we received no deliveries, 
and a company went bankrupt trying to build it. 

Mr. McInarnay. Was it the Navy who said that this company was 
qualified in all respects to—— 

Captain Hirsr. This was an advertised procurement. It was a 
joint determination, a 100 percent set-aside for small business. 

Mr. McInarnay. Was there a certificate of competency involved ? 

Captain Hirst. This I cannot say. This was not awarded by our 
office. This company that was awarded it was not the low bidder. 
There were two or three people lower than he who were disqualified 
for one reason or another. 

Mr. McInarnay. But what I am getting at is regardless of the 
fact he did not produce and went bankrupt, as you say, someone in 


the Government, probably in the Navy, had determined that he was a 
responsible bidder at the time 


Japtain Hirst. I assume that is so. 

Mr. McInarnay. Right. So, other than that case, we have got a 
history of some 4 years of purchasing this item, on a sole source basis. 

Captain Hirst. This is true. However, the original procurement 
was made in 1955 with a research and development contract, and called 
for the delivery of only 10 units. 

The next time it was purchased it was a follow-on contract with 
the same company that developed it, and 50 units were purchased. 

Then the next procurement was the advertised procurement for 
4,000 units, which was, in effect, from 1957 until almost at the end of 
1958, without any deliveries, and the contract had to be terminated at 
that point. 

The next procurement was made in 1958, was with—back again 
with—the producer of the item, who, incidentally, is small business, 
for 655 units in order to get some units into the inventory before we 
made this present procurement that is underway right at the moment. 

Mr. McInarnay. You had one back in 1959, I think, for 665 units 
on a fixed price basis of $269 a unit. 








“Capt. J. W. Hirst, Director of Purchasing. 
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Captain Hirst. This was, I think, that is the correct price—this 
again was not awarded by the Aviation Supply Office, this contract. 

Mr. McInarnay. But this is what the Navy paid for those. 665 
units ? 

Captain Hirst. I cannot testify definitely on the price as to that, sir, 
myself. 

Mr. McInarnay. Wasn’t there a purchase made by the Aviation 
Supply Office for this item of 1,250 units in January of this year? 

Captain Hirsr. This is correct. The requirement, the subsequent 
requirement, made by the Bureau of Weapons that you referred to, 
was 625 units; the cognizance of this unit was passed to the Aviation 
Supply Office, and we computed our requirements, which were at that 
time some 7,400 units, and it was determined that we would purchase 
this by formal advertising. However, due to the failure of the previ- 
ous contract, the fact that there were some extremely urgent require- 
ments that had to be met, we broke off 1,250 of the 7,400, and negoti- 
ated those with the one firm that we knew could produce them, and we 
have proceeded to advertise the remainder. 

Mr. McInarnay. And you have an invitation on which bids have 
been opened now, invitation 687-60, which is a joint determination 
set-aside, is that correct ? 

Captain Hirst. Yes, sir. 

Mr. McInarnay. Now, having in mind that in 1959 the Navy paid 
$269 per unit, earlier they had paid about $170 a unit, and in January 
of 1960, you paid $187.50 a unit, how did the quotations compare 
on this joint determination set-aside ? 

Captain Hirst. Of the prices, generally, we have a large number 
that are less than the price paid im the last procurement, which was 
somewhere around $170. They run all the way from $60 on up. The 
low bidder is something around $60 for the item. 

Mr. McInarnay. The low bidder was what ? 

Captain Hirst. Somewhere around $60. 

Mr. McInarnay. $56, I believe. 

Captain Hirst. I have here $60, but I can check that. 

Do you have the name of the company that you are referring to there? 

Mr. McInarnay. I probably have it, but. I would just as soon not 
give it. 

Captain Hirst. All rights, sir. 

The reason I mention it is, just before I left Philadelphia last night 
we received a letter from the company that, I believe, is the low bidder 
at $60, and in response to our inquiry has stated that he has made a 
mistake in his bid, and has requested permission to. withdraw it. 

Mr. McInarney. Did he give you any reason why he wanted to 
do this? 

Captain Hirst. Well, the reason for the request, we always, when 
we get a bidder or get bids that appear to us to be too low, before 
we go ahead and make an award under advertised procurement, we 
always request that the firm confirm his bid so if a mistake does exist 
it can be caught before award rather than after. He has not sub- 
mitted the detailed reasons why he has a mistake, but he will be re- 
quested to submit all the necessary evidence that is required for us 
to process a mistake in bid. 
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Mr. McInarnay. Is it true that he bid—you say $60, I say $56— 
is it true that the bill of materials. on this item is about $65 ? 

Captain Hirst. We estimate that it is somewhere between $65 and 
$70, at least. 

Mr. McInarnay. So it seems rather strange that anyone would bid 
less than the bill of materials ? 

Captain Hirst. That is correct, and that is one of the reasons why 
we questioned his bid. 

Mr. McInarnay. Where was the technical information located on 
which the bidders were expected to prepare their bid 4 

Captain Hirst. At the Naval Avionics Facility at Indianapolis. 

Mr. McInarnay. Was this information up to date ? 

Captain Hirst. The entire information was not complete. Without 
actually looking at the model, which is a model of the current. pro- 
duction coming off the production lines of a firm that has the current 
contract—this, in conjunction with what technical data we have 
available, we estimate should be sufficient to permit a company to bid. 

Mr. McInarnay. But the technical manuals to which you referred 
bidders were not accurate. 

Captain Hirst. This is correct. 

Mr. McInarnay. Well, this might just be a reason why he was 
not able to determine accurately the bid. 

Captain Hirsr. This is the reason why we arranged, actually ex- 
tended the length of bid opening time, so that each potential bidder 
could make a date with the technical personnel at Indianapolis to 
have an interview, to look at the models assembled, and to look at it 
completely torn down, and to ask questions and get a detailed deserip- 
tion, what was expected of the performance; this was the purpose. 
Actually our specifications for this item are a performance spec. They 
do not tell the man how to build it, they merely tell him what we 
want to get out of the item. 

Mr. McInarnay. Is it the policy of Aviation Supply Office to refer 
bidders to locations where they can get technical information, part 
of which is inaccurate / 

Captain Hirst. It is not our policy to use inaccurate information, 
if this is what you infer. We use the best that we have, and in this 
case we knew that the information was not complete. Our only other 
alternative was to go ahead and continue to negotiate this on a sole 
source or limited source basis. 

Mr. McInarnay. I just wondered why these manuals were not 
brought up to date. Wasn’t this the responsibility of the previous 
contractor ¢ 

Captain Hirst. I presume that it was, but again we are talking in 
an area that we do not have information to answer with. This is 
something that we did not conduct ourselves, and I think that we 
are not able to answer specifically from. our knowledge firsthand as 
to what did happen. 

Mr. McInarnay. Well, something happened though for a man 
to bid less than the cost of the materials. 

Captain Hirst. This is not an uncommon occurrence; even where 
we have complete and accurate specifications, that we have people 
who make mistakes, and it is not confined to small business. We have 





VUINAV ENOL 





54 GOVERNMENT PROCUREMENT—1960 


a lot of the large well-known companies from time to time who make 
mistakes in their bids which they submit. 

Mr. McInarnay. Captain Hirst, you say you just got a letter or 
something on this ? 

Captain Hirst. This letter arrived from the man who, as I say, is 
the, as I understand it, the low bidder. 

Mr. McInarnay. And he just wanted to have his bid withdrawn 


without any reason ? 

Captain Hirst. He has put us on notice that a mistaken bid exists, 
and from there there is a definite procedure that has to be followed 
before we can make a determination with it, in fact, the mistake has 


been made. 

Mr. McInarnay. Was this a letter from Dwyer Engineering Co.? 

Captain Hirst. Yes, sir. 

Mr. McInarnay. Dated March 31? 

Captain Hirst. Yes, sir. 

Mr. McInarnay. I think I have a copy of the letter. It is directed 
to the Commanding Officer, Aviation Supply Office. 

Captain Hirst. This is correct. 

Mr. McInarnay. If the chairman does not mind, I would like to 


have this inserted inthe record. | ( 
Senator Eneie. Without objection it will be inserted at this point. 
(The document referred to follows :) 


Exuuisir VIII 


DWYER ENGINEERING Co., INC., 
Nashua, N.H., March 31, 1960. 


Re IFB 383-687-60. 


OrFIcer COMMANDING, 
Aviation Supply Office, 

700 Robbins Avenue, 

Philadelphia, Pa. 

(Attention: Mr. Frank Valee.) 

GENTLEMEN: We ?re writing you at this time in respect to the referenced bid 
which opened March 28, 1960. We have learned in the recent few days of the 
bid results and find that our bid was considerably lower than the great majority 
ef other bidders. In reviewing this fact we immediately proceeded to deter- 
mine if our bid was based upon erroneous information or upon any internal 
miscalculations. 

The net result of our finding shows that our consultant who visited NAFI was 
unable to obtain a true picture of this procurement in respect to the technical 
and material requirements. We realize, of course, that the IFB specifically 
mentioned the limited help to be obtained from the material on display at the 
U.S. Naval Avionics Facility, Indianapolis, but we did not at any time realize 
that the drawings were obsolete and that the handbook referred to a PRC-32 unit 
which was also obsolete. Our inability to obtain from any known source a true 
bill of materials or a complete set of manufacturing drawings allowed us to 
makes a serious error in our pricing of this unit. We realize that this is after 
the fact and that we were not fully cognizant of the many internal changes which 
have taken place both electronically and mechanically within this unit during 
the previous procurements. 

Therefore, in light of our not being able to fully grasp the complexities in- 
volved in the production of these units, we ask you to consider our bids as non- 
responsive, due primarily to the lack of technical information. It is our request 
that you inform us of your decision in this matter as promptly as possible. 


Very truly yours, 
Water J. Dwyer, President. 
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Mr. McInNarnay. To at least point out the viewpoint of this com- 
pany which had bid lower than the cost of materials, it is alleging that 
the reason they did that was because they depended on the technical 
information to be accurate when, in fact, it was not. 

Captain Hirsr. Well, he also admits in there or recognizes the fact 
that he was forwarned of this before he went out there. 

Mr. McInArnay. Well, to go back, this is only one small phase, al- 
though a very important one, I might say, of this procurement history 
for the PRC-—82. 

Captain Hirst. Yes, sir. 

Mr. McINarnay. And in fact you have what, 35 bids under $100 or 
something along those lines ? 

Captain Hirsr. I do not have a count. I have the papers. There 
are numerous bids under $100. 

Mr. McINarnay. So it isa pretty good chance that in the neighbor- 
hood of $70 or $80 that you are going to be able to buy this thing? 

Captain Hirst. I would not say that, sir. Based on the fact that the 
last procurement bid price was $77, and the man was unable to per- 
form, and this was a good company, so until we actually get deliveries 
at whatever price we award, 1 would not admit we are going to get 
any. 

Mr. McInarnay. I would be rather hesitant to make that award 
then. 

Captain Hirsr. This is a problem we face. How can we determine 
what is actually a reasonable price for this item ; this will be our prob- 
lem before we make the award. 

Mr. McINarnay. Didn’t you estimate a price before you put out 
bids? 

Captain Hirst. Our technical people have estimated, but this is not 
necessarily an accurate one because we have been fooled before. But 
we estimate that it should be over $100, which would be the proper 
price, but this is only a guess. 

Mr. McInarnay. You are not necessarily going to be controlled by 
this in determining which man is the lowest responsible bidder ? 

Captain Hirst. We cannot be controlled by that; no. 

Mr. McINarnay. PRC-32, for the record, is a portable radio com- 
munications set ; is that correct ? 

Captain Hirsr. That is correct. It is a very small single channel 
set that is carried on the person. 

Mr. McINarnay. Around the neck? 

Captain Hirsr. Not necessarily around the neck. It can be carried 
any place. It is about, I would say, 3 or 4 inches long, and maybe 
an inch thick, and maybe 2 inches wide. It is not much bigger than 
a deck of cards, and it is a transmitter and a receiver, and it is carried 
by an individual, a pilot or crewman, in a plane so that in the event 
they are downed at sea they have some means of communicating to 
indicate their position to possible rescuers. 

Mr. McINarnay. It weighs about 6 ounces? 

Captain Hirst. I would think it is a little heavier than that and, 
of course, the associated battery that goes with it, which is a Mercury 
battery, is in a case that is probably twice as big as the radio set itself, 

Mr. McInarnay. Well, since you have so many bids under $100, I 
think it might be reasonable to assume that you would find a responsi- 
ble bidder under that figure. 
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Captain Hirst. I feel undoubtedly we will. It will be awarded for 
less than $100. However, based on our last experience, there is no 
assurance we are going to get delivery of the material. 

Mr. McInarnay. I would like to forget that point because I think 
it is your responsibility to determine to the best of your ability the 
responsible bidder. 

Captain Hirst. This is correct. 

Mr. McInarnay. So let us say we are going to give it to a responsi- 
ble bidder at somewhere in the neighborhood of $80 or so. 

Captain Hirst. This is correct. But before he can start production, 
of course, he will have to submit a preproduction model for testing to 
the Bureau of Naval Weapons, and it was at this phase that the pre- 
vious company failed, unable to produce a model that would pass 
these tests. 

Mr. McInarnay. This is a joint determination—it is all small 
business. 

Captain Hirst. That is correct. 

Mr. McInarnay. So that if we can get this thing awarded in the 
neighborhood of $80 or so—and this is for 10,000 units ¢ 

Captain Hirst. This is on a stepladder. We ask for bids on lots of 
3,500, 5,000, 7,500, and 10,000, I believe, and just how many we will 
award is not yet definitely determined. 

Mr. McInarnay. So it stands to reason that if you award the 
maximum of 10,000 units or whatever it is, that you might save in the 
neighborhood of $1 million or maybe a little less, but in that ball park? 

Captain Hirst. This is correct ; if we get deliveries. 

Mr. McInarnay. I would like to refer for a few moments to the 
General Accounting Office study made of the Aviation Supply Office 
drawings and specifications. It says in there that the Navy awarded 
some $7 billion in fiscal 1959, $1.3 billion of which was negotiated, 
probably with a sole source because there were no specifications and 
drawings available. This was the justification given. 

Captain Hirsr. Yes, sir. 

Mr. McInarnay. How many dollars during fiscal 1959 did the 
Aviation Supply Office negotiate on the basis of the fact that there 
were no drawings and specifications ? 

Mr. Jounston. Mr. McInarnay, if I might suggest, these statistics 
are published monthly by the Office of Naval Material in a green book. 
We do not have a copy of it. I think if Mr. Moran is in the room—— 

Mr. McInarnay. If you can find that information readily avail- 
able, we would like to have it. 

However, I note that the General Accounting Office pointed out in 
some 35 cases of the 269 actions they reviewed, the reason given for 
negotiating was that there were no drawings and specifications. Yet 
GAO was able to go in and find drawings and specifications. Do you 
have any comment on that ? 

Mr. Jornnston. I would like to comment on the findings of the 
GAO in two respects: 

They were grouping together under this exception, and the exam- 
ples that we used are unequivocally sole-source examples, we are talk- 
ing about sole-source procurement—but I believe the General Account- 
ing Office was referring to instances in which there was not sufficient 
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data available, and I would like to expand from just drawings to 
necessary data to describe the requirements more specifically. 

They are also grouping within that category of 10 the type of 
repair- part buying that we must do, which Admiral Lyle referred to, 
in which you do have .a certain amount of data, but for interchange- 
ability, reliability, and so forth, because, perhaps, in a competitive 
situation you are supporting a specific equipment; you do not have 
the data available to insure that any part will perfor m the same func- 
tion as the spare part we are buying. I should not say spare part you 
are buying to replace, but the part at some point in the future will 
have to perform the same functions as the part which is being 
removed. 

Mr. McInarnay. Well, you have in ASPR, subsection XV of excep- 
tion 10, authority for what you were just talking about. 

Mr. Jounston. Yes, sir. 

Mr. McInarnay. But I think the General Accounting Office was 
talking about instances when you cited lack of drawings and specifi- 
cations, which is another matter. 

Senator Enere. Off the record. 

(Off the record discussion. ) 

Mr. McInarnay. Do you have any comment on that, Mr. Johnston ? 

Mr. Jounston. Yes I do, Mr. McInarnay. I think that the Gen- 
eral Accounting Office itself would give the ‘fr amework of their inves- 
tigation more accurately than I can, but it is my impression that they 
were concerning themselves with drawings per se, and the fact th: at 
they were not differentiating between the various exceptions than, on 
the contract, appear as 10; in other words, you do not cite any sub- 
example as your basis for negotiating a contract, that they were com- 
bining the two or confusing | the two, if you will. 

Mr. McInarnay. W ell, w shen they said that there were 35 instances 
when the drawings and specifications were available and had not been 
located by the Navy, you are taking issue with that statement ? 

Mr. Jounston. I am not in a position to take issue with any state- 
ment that the GAO has made. Our technical representative here was 
present for various discussions with the GAO, as was Admiral Lyle, 
but I am of the firm belief that they were not making a clear distine- 
tion between the examples under 2304 (a) 10. 

Mr. McInarnay. I think Mr. Barlow, whom I met when I was 
there last year, might be able to comment on that question. 

Mr. Barvow.® Yes, sir; I know of two instances that the GAO 
representatives questioned sole-source certification. In those two in- 
stances the GAO representatives did not proceed to the central reposi- 
tory or the countdown, and did procure data, which, when later re- 
viewed, we considered suflicient for a disclosure for formal advertised 
procurement. 

Mr. McInarnay. Two instances? 

Mr. Bartow. I know of those two personally, sir. 

Mr. MeInarnay. I think at this point, and I will check from the 
chairman later, that assuming that he has no objection, I would like 
to put two insertions in the record taken from the General Account- 
ing Office report about which we are now talking.° 


% A. Barlow, technical assistant, Aviation Supply Office, Philadelphia, Pa. 
| % See exhibit IX, pp. 68-70. 
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I think in there, Mr. Barlow, they said that they reviewed 269 ac- 
tions, 233 of which they had some question about whether the justi- 
fication was adequate. 

No; I take it back. 

We found that 259 of the actions were awarded after negotiation with only 1 
supplier. In 233 of these or 90 percent of them, negotiated actions, the justi- 
fication was that it was impractical to secure competition because adequate 
data were not available. 

Is that about the way your procurement runs, that so much of it 
has to be on a negotiation with a single source because of the lack of 
adequate data ? 

Mr. Bartow. This has been the reason for certification for sole 
source. 

We must, as you must appreciate, operate from a mechanical record, 
This record contains information concerning the origin of the part, 
its critical aspects designwise, and so forth, “and is associated with a 
manufacturer at the time it is inserted in the record. 

Admittedly, our record has been not up to date. We have, 
course, put much emphasis on the reviewing of it for the pur pose “ 
bringing it up to date. I might add we have taken some steps prior 
to the review you ment ioned. 

The sole certification by technicians to purchasing procurement 
offices is based on what history we have available, and that which is 
recorded in our files. We are extending ourselves beyond that to 
the point of information today to broaden the certification for its 
susceptibility to formal advertising when passing it to the procure- 
ment. offices. 

Mr. McInarnay. This machine data that you speak of, what is 
that, a duplication of the specifications, or is it just a little card in 
the file or what? 

Mr. Barvow. It is not a duplication, sir, but it does have entries 
of reference of these specifications by number or a synopsis of the 
data and a record of its location for immediate reference and repro- 
duction. 

Mr. McInarnay. Isn’t it standard practice in industry today to 
mark their specifications and drawings that— 
these may not be reproduced without the express consent of the company drawing 
them up? 

Mr. Bartow. Yes, sir; it has been standard. 

Mr. McInarnay. Well how in the world can you figure out what 
is truly proprietary and what is just one of the rubber stamps that got 
on it? 

Mr. Bartow. Well, sir, there are various materials which are ob- 
vious by their nature, not proprietary as, for example, screws, bolts, 
nuts, common hardware, which we know are covered by Army and 
Navy standards, military standards, and so on, which we know to be 
not of a proprietary nature. 

There are some data which are marked by legend to be proprietary, 
which would entail quite a bit of review to determine thei a validity. 
At the moment we are honoring that claim from a technician’s point of 
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Mr. Jonnston. I might just point out, Mr. McInarnay, that the 
desire of industry or common intention of industry to stamp every 
piece of data submitted to the Government with various language 
legends or what have you, if it is Government-procured data, the in- 
spector of that data, has the option to delete such a legend or argue 
it with the man submitting it. 

Mr. McInarnay. Before he signs for having received it? 

Mr. JoHNSTON. Yes, sir. 

Mr. McInarnay. It is a pretty difficult task to review in detail the 
specifications that are submitted to you when a question arises as to 
whether something is proprietary ; isn’t that true? 

Mr. Bartow. Are you asking me? 

Mr. McInarnay. Whoever has the responsibility for doing that. 

Mr. Bartow. It is most difficult ; yes, sir. 

Mr. McInarnay. Is this done? 

Mr. Bartow. Yes; we do review it. 

Mr. McInarnay. In detail? 

Mr. Bartow. In detail. 

Mr. McInarnay. When you make this review do you determine 
then and there whether the specifications and drawings are accurate? 

Mr. Bartow. To determine its accuracy, sir, is something that can 
only be related back to the design. We do check for its completeness, 
but I cannot say that we check—I cannot certify as to its accuracy. 

Mr. McInarnay. When you sign off on these things then the con- 
tractor is no longer liable? 

Mr. Bartow. May I qualify this, sir? Accuracy, as I say, is re- 
lated to the concept of the design. Whether the allowance figure, 
as shown there is accurate, I can only assume by reading of the 
data having been screened by our inspectors of naval material, our 
representatives and the contractor at the time the data are delivered. 

We do check to see that it is complete, and that all of the in- 
formation that would be necessary to reproduce, process form, and 
so forth, and to test is there. 

Mr. McInarnay. That is as to its completeness? 

Mr. Bartow. Yes, sir. 

Mr. McInarnay. Let us suppose the data are inaccurate in keep- 
ing with the model that you do not go over at this time. Then 
the Government has no recourse against these contractors who have 
given you drawings which you accept. Then, if they later turn out 
to be inaccurate, there is no recourse of the Government ? 

Mr. Bartow. This I surely understand, sir, but what you are 
suggesting, I might add, will be quite a task. 

Mr. McInarnay. Do you find inaccurate drawings to be a problem ? 

Mr. Bartow. No, sir: we do not, generally. 

Mr. McInarnay. Last year the Aviation Supply Office gave us an 
example of some 40 items, I think, on which by getting competition, 
most of which came from small business, you saved about $2.7 million. 

How is that program coming along? Do you have several more 
items that have now been, as they say, broken out and bought 
competitively ¢ 

Mr. Bartow. May I suggest Mr. O’Connell might answer that. 

Mr. O’Connett. I am William F. O’Connell, small business 
specialist, Aviation Supply Office. 
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To answer your question as to the progress of the program, I 
ean tell you from the records that for the 4 quarters, which period 
will expire with the third quarter of the present fiscal year, we have 
an apparent saving of over $2 million in connection with the con- 
version of 39 items from sole sources to competitive type procurement. 

Mr. McInarnay. I think that is the one that we ~~ is it not! 

Mr. O’ConnELL. No. This is 39 additional items. 

Mr. McInarnay. Well, is this all the items that you have broken 
out of the sole source categor y in that fiscal year? 

Mr. O’Connetu. Not necessarily. These are the items which we 
have procured out of all of those that have been broken out of the 
sole-source category. The others have been changed from sole-source 
type to competitive, but not procured. 

Mr. McInarnay. I see. 

Mr. Bariow. I have one statistic for the last quarter, Mr. Mc- 
Inarnay. We have in the last quarter certified 1,015 items as prospec- 
tive items for formalized advertising to the procurement officers, 

Mr. McInarnay. These were formerly sole-source items ? 

Mr. Bartow. Yes, sir. 

Mr. McInarnay. And you are going to move right from sole source 
into formal advertising ? 

Mr. Bartow. I defer that to the procurement officer. 

Mr. McIwnarnay. Is that correct ? 

Mr. Jounsron. Well, the correct statement is that whenever we 
possibly can, we formally advertise. 

I want to reemphasize the requirements for formal advertising. 
The fact that you unequivocally can explain in detail, either with 
printed specs or precise purchase description exactly what it is that 

ou demand, what the item of supply is that you are buying, you must 
ie available a competitive climate, a number of qualified sources 
that are able and, above all, willing to compete. 

In other words, when formal adv ertising serves the best interests 
of the Government, we certainly will use “it to the greatest extent 
possible. There are areas where we will have to rely. upon competi- 
tive negotiation. 

Mr. McInarnay. What about when there are any changes in the 
state of the art involved in a procurement, would this necessarily 
bind you to negotiated procurement ? 

Mr. JOHNSTON. I am not sure I understand your description of 
changes in the state ofthe art. Yousay during the—— 

Mr. McInarnay. Perhaps Mr. Barlow would better understand. 
I’m not sure I understand the engineering implications involved, 
myself. 

Mr. Bartow. To answer your question directly, no, sir. If we are 
given an opportunity to rev iew the improvement that has come about 
as a result of some new innovation or process, technique, fabrication, 
configuration, we do continuingly review w hat we call referrals from 
suppliers who advocate that we e procure their item as being somewhat 
different, but functionally the same. 

As the state of the art progresses, we are always alert and, in keep- 
ing with the standardization program, we try to relate these items to 
items of supply or those which are in the inventory and broaden, as we 
say, the numbers which would be applicable. 
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Mr. McInarnay. Well, may I assume the answer to that question is 
that just because there are changes in the state of the art 1s no sign 
that you are not going to formally advertise ? 

Mr. Bartow. No, sir. 

Mr. McInarnay. Let us suppose you do formally advertise and a 
contractor comes in, and this is a rapidly changing item and the bids 
are out, the IF B’s are out, and he says, “I can make this thing for you 
more cheaply; it will have less maintenance costs, and it is not even 
the way you say it should be made in your IFB.” What recourse have 
you got, what action can you take? 
~ Mr. Bartow. In the case of items of critical nature, we refer the 
article and its description to the technical bureau, the Bureau of Naval 
Weapons, and ask their considered opinion. 

If they are amenable to accepting this in place of the other pre- 
viously described, this is sole certified to the procurement officer. 

Mr. McInarnay. I see, leading toward canceling in the best inter- 
ests of the Government, is that correct ? 

Mr. Jounston. May I answer that question, Mr. McInarnay ? 

Mr. McInarnay. Yes, sir. 

Mr. Jounstron. There is, if you can move fast enough, while an invi- 
tation is, as we put it, on the street, but the bids are not received and 
in the sealed box, you can modify your requirement prior to the open- 
ing date. ‘That is an extreme rarity. 

Mr. McInarnay. You can modify your invitation ? 

Mr. Jounston. Yes, sir. 

Mr. McInarnay. But can you cancel the bids and take some other 
method of procurement ? 

Mr. JounstTon. Yes, sir. 

Mr. McInarnay. What is your authority ? 

Mr. Jounstron. The authority is, I believe, well, there are actually 
two that refer to negotiation after advertising. If you will give me 
a minute, I want to get straight on this negotiation after advertising 
because of an unfair and unreasonable price. 

Mr. McInarnay. Excepion 15? 7 

Mr. Jounston. OK, I will accept that, exception 15. 

Mr. McInarnay. But that does not give you any authority to ne- 
gotiate just because a man can make it better, does it # 

Mr. Jonnston. No, no. In actuality, if you have changed your 
specifications, which is a considered opinion, I mean it is not readily 
arrived at because we have to recognize in formal advertisement, with 
your clear and precise specifications, that you are buying the item that 
meets those specifications; there is no alternative for accepting qual- 
ity, higher quality at a higher price or anything of that nature. 

But if your specification is going to be revised because it is such a 
valuable improvement, that you feel that what you were buying on 
the advertised procurement, that your processing would, in effect, be 
the acquisition of obsolete items, then it is in the interest of the Gov- 
ernment to cancel that particular invitation. It does not mean that 
you then have to negotiate. You can advertise under a new require- 
ment. 

Mr. McInarnay. What is your approach to the method of procure- 
ment when a purchase request comes in ? 





17 See exhibit II, p. 19. 
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First of all, who does it come from? Does it, as in the Bureau of 
Ships, come out of the technical group to the contracting group ‘ 

Mr. Jounsron. Well, we get it directly from our small business 
specialist. Now, while it is in our purchase services branch, the Small 
Business Administration representative is given access to the pur- 
chase request. We call it a requisition. It is then routed to the 
various buying sections, depending upon the commodity. 

Captain Hinsr. If I might, I think you are referring further back 
as to where these requirements originate, is that correct ? 

Mr. McInarnay. No. I was wondering where they come from di- 
rec tly preceding the time that you get them. 

Captain Hirsr. Then the answer is correct as it is given. 

Mr. McInarnay. From the small business spec ialist 4 

Captain Hirst. This is correct. 

Mr. McInarnay. Mr. O’Connell, where do you get them ? 

Mr. O’ConneE.x. Preceding their arrival in the Small Business 
Office, they are certified as to the availability of funds in Defense. 

Mr. McInarnay. How much time do you have to look them over? 

Mr. O’Conne tt. I have 1 day. 

Mr. McInarnay. You have 1 day. The Bureau of Ships gets 3 
days; maybe one does not get long enough and the other one gets too 
long. 

Mr. O’Connett. This does not necessarily mean that every one of 
them leaves me after 1 working day after I get them. Some of them 
take several days. 

Mr. McInarnay. Well, we have the purchase request in. What de- 
termination is first made as to the method of procurement that will be 
used ¢ 

Mr. Howarp."* I, in the buying unit, receive the requisition, the 
purchase request after it leaves the small business specialist and the 
SBA representative. 

I look at the specifications and the data incorporated as indicated 
by the technical division, Mr. Barlow’s group. 

First I look at the basis, can we advertise, and then working from 
that back to advertising, being the most desirable, based on the facts, 
on the basis of the information contained on a technical determination, 
we proceed to advertise or negotiate. 

Now, in some cases we may ‘question, and occasionally do question, 
the sole source certification. In such cases we would refer them back 
to the technical people. 

Mr. McInarnay. But it is your office, is it, that places the determina- 
tion which binds the method of procurement ? 

Mr. Howarp. Yes, sir. 

Mr. McInarnay. I see; and you first determine whether the item 
is susceptible to formal advertising ? 

Mr. Howarp. Based on the data contained in the request. 

Now, Mr. Johnston reminds me, in most cases that exceed $50,000, 
our Review Board in ASO comes into play. Then the buyer at the 
buying level would make a determination based on the facts known 
to him, and this then would proceed through the Review Board, and the 
Review Board would either support his position or instruct him to do 
otherwise. 


1% J. T. Howard, negotiator, Aviation Supply Office. 
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Mr. McInarnay. Well, now, can you cite me the regulation of the 
Navy or the Navy instruction or the Aviation Supply Office standard 
operating procedures that require you to determine, first, whether this 
item can be formally advertised ? 

Mr. Howarp. No, sir; I could not quote it offhand. 

Mr. McInarnay. Is there such a regulation ? 

Mr. Howarp. Yes, sir; we have an internal purchase division in- 
struction which I do not have a copy of with me. 

Mr. Jonnston. Well, I am sure you will find it in the Armed Serv- 
ices Procurement Regulations and the Navy Procurement Directory. 

Mr. McInarnay. I read it and I did not find it, and I am wonder- 
ing, perhaps you can find it for me. I did not find any requirement in 
the Armed Services Procurement Regulations which says that you 
must certify that this item is not susceptible to formal advertising. 

Mr. Jounsron. No, it is not a certification that it is not susceptible 
to formal advertising. It is a certification, if it cannot be advertised, 
that the procurement can be negotiated under one of the authorities of 
law. 

Mr. McInarnay. Well, I understand you have to justify and put in 
determinations and findings and so forth, but that is as to negotiation 
to which exception is authorized. 

Mr. Jonunston. Yes, sir. 

Mr. MoInarnay. What requires you to determine that an item is 
not susceptible to formal advertising ? 

Mr. Jounston. Well, I do not think, Mr. McInarnay, that you are 
searching for justification for formal advertising. 

Now, the exceptions to formal advertising, being intrinsic in the 
very format, and I do not want to begin to talk like a lawyer because 
I am not, but the exceptions are exceptions to the requirement to 
formally advertise which, actually, as I understand it, historically has 
been a method of procurement that the Government has used even 
since before the Civil War, event farther before the Civil War, that we 
were referring to this morning. 

Mr. McInarnay. We got into that history this morning. 

So to your knowledge there is nothing that—— 

Mr. Jonnstron. I am certain, Mr. McInarnay, that the Armed Serv- 
ices Procurement Act describes the philosophy of the Government 
procurement, and leads into the exceptions. 

Mr. McInarnay. Right. It says that you must follow one of the 
17 exceptions or you cannot negotiate, but it does not say, as I under- 
stand it, that before you can even consider the 17 exceptions, you must 
look at this procurement in terms of formal advertising. 

Mr. Jounston. Well, procedurally, perhaps not. But I think any 
sound implementation of the spirit and, I am pretty sure the letter, 
of legislation would make that the only sensible procedure (ASPR 
2-102.1). 

Mr. McInarnay. The General Accounting Office report also said 
that while you used the justification, that there is not adequate data for 
competitive procurement, no such actual determination is made of this 
fact; is that true? 

Mr. Jounston. I would like to say, first, Mr. McInarnay, that. it 
was an imputed fact, the General Accounting Office referred to it as 
apparent misuse of negotiating authority, and as contracting officers 
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we have certainly no reason to not accept the best technical determina- 
tion that we have available to us, and if my technical division tells me 
that the data and specifications will result in my acquiring an item 
of supply other than the item of supply that they have identified and 
want in the system, I certainly will not challenge that, beyond the 
fact that I might have some information that was not av: ailable to them 
when the determination was made, that I may have acquired merely 
because chronologically I am a little bit farther down the highway. 
I am in touch with industry doing business with me at the time I am 
processing a requirement, and it may happen that I acquire knowledge 
that was not available to them when the determination was made. 

In those cases I will refer back and talk it over with them and 
maybe they will be able to make use of the knowledge that contractors 
or L are able to supply. But if you hypothesize a static situation, and 
we are talking about the same facts, I have no hesitancy as a con- 
tracting officer to sign my determination that the data are not avail- 
able if my technical experts tell me that is the fact. 

Mr. McInarnay. Mr. Barlow, let us assume you have a procure- 
ment that you review, and you determine that adequate data are not 
available. The people in your shop who are responsible for this, what 
specific procedure must they follow so that every effort is made to have 
that information available on the next procurement ? 

Mr. Bartow. Currently, sir, they are required by our directives to 
make a placement of an order with the Bureau of W eapons’ drawing 
and information repository to attempt to acquire this missing data. 
We record this action and have it as a matter of our master data 
records. We follow up on the receipt of this information, and if 
it is acquired we have now expanded the avenues or the prospects of 
the avenues of procurement. 

If they will not deliver the information, we then are restricted, of 
course, in ourevidence. This is recorded. 

Mr. McInarnay. Whois “they” ? 

Mr. Bartow. I refer to the central repository agency, NSD, who 
maintain the central records of all of the drawings and the data ac- 
quired by the Bureau of Weapons. 

Mr. McInarnay. That is similar to the Central Technical Docu- 
ment Office in Kentucky that the Bureau of Ordnance has? 

Mr. Bartow. Yes. 

Mr. McInarnay. BuWeps also has a central office ? 

Mr. Bartow. Yes, sir. 

Mr. McInarnay. Now, GAO said they were rather remiss in their 
files, and so forth, of specifications in BuOrd in their central head- 
quarters. 

Do you have any information based on your experience in running 
down the specifications and drawings to the central office, how efficient 
they are in their filing system ? 

Mr. Bartow. Just one correction: There has been decided effort re- 
cently; the acquisition of data, the checking of data, and the delivery 
of data have improved many, many times in the recent 6 months. 

I might add, if I may, the Bureau of Naval Weapons, as well as the 
Air Force and many other activities are working diligently on a ma- 
chine process for maintaining records and files in a punchcard system 
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which will enable us to extract the data very quickly, and maintain 
comprehensive records of its availability. 

Mr. McInarnay. Commander Knight,!® as contract administration 
officer, are you responsible for seeing that drawings and specifications 
are furnished by the contractor ? 

Commander Knicur. No, sir; I am not. I process none of this 
material. I, of course, maintain records on the completion of con- 
tracts, and in so doing I rely entirely upon the feed-in reports that 
I obtain from the material inspection service. 

Now, if drawings are unshipped, of course, this will be an open 
contract on my record, and at such time as the contract becomes 
delinquent, of course, we do then initiate followup action with the 
cognizant inspector or contractor to determine what his problem is. 

If it happens to be a problem of drawings, there is some misunder- 
standing, of course, we try to act as the, you might say, catalyst, to 
try to get the parties together. 

If it is technical, our technical people, or our provisioning people, 
those people, any parties involved, try to reconcile the problems that 
may be preventing prompt delivery of these drawings or these data. 

As I say, if the inspection service reports the contract complete, I 
close my file and this is the end of it as far as I am concerned, sir. 

Captain Hirst. May I clarify that a little bit ? 

Mr. McInarnay. Yes, sir. 

Captain Hirst. It should be kept in mind that the Aviation Supply 
Office does not deal in research and development. We are buying 
items of supply, and it rarely occurs that we place contracts that 
require the delivery of data or drawings. This is basically the func- 
tion of the Bureau of Naval Weapons, and they administer those 
contracts, so it would not be the normal situation that our contract 
administration would be involved in following up or in having any- 
thing to do with the delivery of these drawings. 

Mr. McInarnay. Except insofar as somewhere along the line the 
data has not been made available, and it is your responsibility to con- 
tract as efficiently as possible. So while you are not responsible as 
having awarded R. & D. contracts, still you have got these follow-on 
spare-part contracts. 

Captain Hirst. But the problem still exists in the question of pro- 
prietary, which rights we have, which is not under our cognizance. 

Mr. Jounston. Mr. McInarnay, I think we should bear in mind 
relative to earlier testimony today, one thing that was going to im- 
prove the overall system, we hoped was that data, drawings, in partic- 
ular, the drawings and data be identified with the contract under 
which they were bought. 

I would not want the committee to have any impression that just 
anybody can pick up and administer somebody else’s contract. 

Mr. McInarnay. I think that was the Navy’s suggestion, too, that 
that be included. 

Mr. Bartow. Yes, sir. 

Mr. McInarny. I understood that was so. 

Mr. Bartow. May I make one other amplifying point, Mr. Mc- 
Inarnay? The drawings, as you appreciate, do not comprise the data 





* Lt. Comdr. R. H. Knight, contract administration officer, SC, USN. 
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package. The drawings are, in reality, pictorial diagrams of the 
part reference. The process specific: itions, the tooling specifications, 
as may be applicable, are all pertinent aspects of a complete data 
package. 

I would like to point out that, not challenging the review of GAO, 
by any means, but rather that their reviewing ‘emphasized our need 
to expand our review of data, and, particul: arly, drawings, the Bureau 
of Weapons contracts call for as an item of contract a reproducible 
set of drawings, and a set of drawings for provisioning purposes, 

The drawings that are of the line item contract known as repro- 
ducibles are corrected then in the course of the contract. Those of 
the provisional type are not. We have been using, as a point of 
reference, provision drawings. 

We have now abandoned this, and are using the central repository, 
and thereby expanding our availability of technical data rel: iting to 
items. 

I trust this clarifies some of the points. 

Mr. McInarnay. When I was at the Aviation Supply Office and 
talking with you, Mr. Barlow, you pointed out very pointedly, I 
think, that the Government does not just need these drawings for 
procurement, and that alone would be sufficient, but they need them 
for maintenance and operations and all sorts of things. 

Mr. Bartow. Yes, sir. 

Mr. McInarnay. And didn’t we discuss that at that time that there 
was a problem in this area, in many respects, and not just as relates 
to procurement ? 

Mr. Bartow. Yes, sir; we did and it is very vital to our sustaining 
our maintenance philosophy. 

Mr. McInarnay. What is your interpretation of the reasons for 
having drafted military specification 70327 ? 

Mr. Bartow. Well, sir, there was ambiguity in all of the other speci- 
fications, We had taken violent protests of some of the aspects of 
MIL-D-5208B, its predecessor, it had given latitude to contractors 
to establish items of specification control items, inferring their de- 
sign was an integral part of the whole, meaning that it was very, 
very important that this be used, and we needed a better definition. 

Another reason, I think, that MIL—D-70327 was very necessary 
is to describe the details of the information that should be disclosed 
to the Government when that data were procured by the Government. 

Mr. McInarnay. Would you say that as an end result the objective 
in having spent time and money to put these specifications together 
was so that the Government could have available means of compe- 
tition ? 

Mr. Bartow. Yes, sir; I would say that. 

Mr. McInarnay. Could you tell us why in fiscal year 1959 the value 
of negotiated contracts by ASO more than doubled the value of those 
negotiated in 1958? 

Mr. Bartow. No, sir; I do not think I could. May I refer that to 
purchasing ? 

Mr. Jounston. I would like to suggest, first, Mr. McInarnay, that 
the total procurement of the Av iation Supply Office also be compared. 
I have the impression that there was dollarwise a little bit more 
bought in fiscal year 1959 than in fiscal 1958. 
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Mr. McInarnay. I think it was, and it was all added to the negoti- 
ated side, if I recall. tS ’ 

Mr. Jounston. Well, that might be so. This is rather imprecise for 
testimony of this sort, but I would like to suggest that there are, 
since we are in support of procurement and, therefore, follow on a 
bit the procurement of the Bureau of Naval Weapons, the number of 
new weapons introduced certainly for the initial period, at least, 
greatly increases the number of negotiated procurements which we 
have to make on 10. , 

There might be a relationship there. I have not made a detailed 
analysis of it, but various situations suggest themselves to me. 

Mr. McInarnay. The General Accounting Office points out that on 
the F-8U and on other complicated aircraft, there are many items, 
quite a few items, that have a high usage factor and are comparatively 
easy to manufacture; is that correct ¢ 

Mr. Jounston. Is it correct that the GAO report states that ? 

Mr. McInarnay. It is correct that the GAO report states that. 

Mr. Jonnstron. I was wondering whether that was your question. 

Mr. McInarnay. Mr. Barlow, do you have any comment on that ? 

Mr. Bartow. Would you mind repeating that statement, sir? 

Mr. McInarnay. I will be glad to. Let me find the point. I am on 
page 52 of the GAO report of 1958: 

A large number of parts procured on a program-life basis are easy to manu- 
facture and they have relatively high usage— 
and then they analyze parts applicable to representative aircraft and 
accessory equipment procured by your station. 

For example, they take the F-8U aircraft, the F-8U1, and they 
say that the total parts applicable are 853, 16 percent of which are easy 
to manufacture and have a high usage factor. Probably these are 
your figures. I do not know how GAO would determine this. 

Mr. Bariow. I do not either, sir, but this could be that they could 
be standard items, and we do procure those competitively. 

Mr. McInarnay. How many dollars did you spend last year ? 

Captain Hirsr. Approximately $500 million. 

Mr. McInarnay. $500 million. 

Captain Hirst. Yes. 

Mr. McInarnay. How much of that was negotiated ? 

Captain Hirst. It was roughly 80 percent. 

Mr. McInarnay. And that makes $400 million negotiated ? 

Captain Hirsr. The total figure I have is $551 million, total ex- 
penditures. The percentage I gave you was incorrect. It was actu- 
ally 94 percent that was negotiated or $520 million. 

Mr. McInarnay. How much was on a sole, single, or one-source 
basis ? 

Captain Hirsr. I do not think that we have the figures with us that 
we can determine that factor from. 

_Mr. Jounston. I think, Mr. McInarnay, you asked for that statis- 
tic specifically. I was under the impression that having reported 
monthly we would have a figure just from the Aviation Supply Office 
in what we call the green book. That is not the fact. 

Mr. McInarnay. Do you have the green book there ? 


wea ea  Reawi’d 3 





68 GOVERNMENT PROCUREMENT—1960 


Mr. Jounston. The green book does not break out by activity, sir, 

Mr. McInarnay. Since this is a hearing on sole-source contracts, I 
thought perhaps you people would know, unless it is too big a job to 
find in your files. Doesn’t the DD-350 give you any indication of 
this ? 

Captain Hirst. Yes, it does. But unfortunately the source ONM 
(Office of Navy Materiel), these are all cumulative for Navy totals, 
and they are unable to break it out at a moment’s notice for just ASO, 

However, I think I have found some figures that would be sig- 
nificant here. We show figures for the fiscal year 1959 under our 
master contracts, $372 million, other big units, $99 million, small busi- 
ness, $17 million. These are all sole source, for a total of $489 million 
sole source. 

Mr. McInarnay. You use blanket purchase agreements ? 

Captain Hirst. We have certain master contracts, for example, 
with the Pratt & Whitney Corp., for the aircraft engines. 

Mr. McInarnay. Do you have what ASPR calls blanket purchase 
agreements ? 

Captain Hirst. These are not—would you classify these as blanket 
purchase agreements, sir? 

Mr. Jounston. These are what ASPR calls indefinite delivery 
contracts. 

Captain Hirst. I might point out just that one contract accounts 
for $250 million of the amount that is negotiated. 

Mr. McInarnay. Over half of it is one contract ? 

Captain Hirst. That is right. 

Mr. McInarnay. I have no further questions. 

Admiral Lyiz. Mr. Chairman, there is some implication that we 
may be challenging the GAO report, and I just wanted to be sure that 
the record reflects that we do not challenge the facts reported by GAO 
in that survey. 

I want also to state again, sir, that inevitably by the nature of our 
business we are largely a sole source type of operation, and this 
accounts for the great overbalance of the statistics to which you refer. 
We are constantly seeking to expand the competitive portion of that. 

Mr. McInarnay. I have no further questions, Mr. Chairman. 

Senator Eneie. Thank you, Admiral, and thank you, gentlemen, 
each for your contribution. 

There being no further questions, we will call the next section, 
which is the Aeronautical Systems Center of the Air Force. 

Without objection, the inserts in the record, entitled, “Misuse of 
authority to negotiate by ASO,” and “Failure to use drawings for 
advertised procurement,” will be made a part of the record at this 
point. 

(The documents referred to follow :) 


Exureir IX.—FAtmvure To Use DRAWINGS FOR ADVERTISED PROCUREMENT—EX- 
CERPTS FRoM COMPTROLLER GENERAL’S Report (Pp. 10-13) Datep JANUARY 29, 
1960 (REFERRED TO ON P. 56 or THIS RECORD) 


Our review at the Aviation Supply Office disclosed that drawings frequently 
were not utilized to solicit competitive bids for follow-on procurement and that 
procurement was being made after negotiation with only one supplier in about 
76 percent of the cases examined. A comparison of a limited number of instances 
where identical items had been procured both through negotiation and through 
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competitive bidding revealed that savings effected through competition exceeded 
40 percent of the sole source prices. 

At the Aviation Supply Office, Philadelphia, we examined 339 procurement 
actions reported in the month of March 1959. We found that 259 of the actions 
(76 percent) were awarded after negotiation with only one supplier. In 233 
cases (90 percent of the negotiated procurements or 69 percent of the total pro- 
curement actions reported) ASO stated that negotiations were justified on the 
basis that it was impractical to secure competition because adequate data were 
not available on the items being procured. Drawings and technical data supplied 
by the original contractors ordinarily constitute the data upon which such de- 
termination should be based. However, our detailed review of 30 negotiated 
procurement actions selected at random disclosed that, in 25 of the 30 cases, ASO 
technical personnel had not determined if drawings were available for review 
and use for competitive procurement. In the remaining five cases, we were 
unable to determine whether cr not drawings had been reviewed. Our review 
disclosed that identical items had been previously procured in all 30 instances— 
in 24 cases, under BUAER contracts. Examination of the 24 initial BUAER 
eontracts further disclosed that 23 of the 24 contracts required the contractor 
to furnish drawings and also gave the Government the right to use the draw- 
ings for Government purposes without limitation. Further examination of a 
number of these cases confirmed that drawings actually had been received and 
were readily available to ASO. In several cases, we obtained copies of the 
drawings and requested the opinion of ASO technical personnel as to the ade- 
quacy of the drawings for use in competitive procurement. In some cases, ASO 
personnel indicated that the drawings could have been used in soliciting com- 
petition. In other cases, the technical personnel felt that the drawings could 
not have been so used because they did not contain a reference to the applicable 
material specifications or did not reveal proprietary information known only to 
the original manufacturer. In spite of the failure to review drawings, the 
unavailability of adequate data was cited by ASO as justification for procure- 
ment by negotiation in 70 percent of these 30 procurement actions. 

A comparison of 45 examples obtained from ASO of instances in which identi- 
cal items had been procured both through negotiation and through competitive 
bidding disclosed that, on an overall basis, the savings effected on competitive 
procurements exceeded 40 percent of the cost of procuring the same quantities 
at the sole source unit prices. In a number of instances, the competitive unit 
prices were less than 40 percent of the sole source prices previously paid. We 
believe these examples are indicative of the potential savings which can be 
achieved through competition. 

The following schedule presents a comparison of the volume of negotiated and 
advertised procurement by ASO for the past 2 fiscal years. It is noted that 
the value of negotiated procurement in 1959 was more than double that of 
1958. 





Fiscal year 

















1958 1959 
Contracts: Percent Percent 
Rs Dues! sls 2b See gaee ja el oe 12, 823 85 20, 536 
NE ee re ek ad 2, 273 15 | 2, 828 12 
ERE ee eee ee ee 15, 096 100 | 100 
Value: - im : ies | eee me cy ee 
ee ee ee ee $244, 633, 748 88 | $520, 863, 056 95 
gar as | 33, 322, 924 12 | 30,845, 412 5 


Ns Sad itdds cca die wadeedcaunbncinte | 277, 956, 672 | 100 551, 708, 468 100 
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Since ASO procurement is generally in the nature of replenishment of stocks 
of items for which drawings and technical data have previously been procured 
and since these drawings are supposed to be stored at the neighboring naval 
aviation supply depot, we believe that ASO should be in a favorable position to 
effect substantial savings through the use of competitive bidding. 
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During our review, we learned that ASO had initiated an independent study 
of the use of drawings. We discussed the nature of the study and its results 
to date with the ASO official responsible for conducting the study and learned 
that this study confirmed our findings that drawings were not being properly 
used. The ASO study was still underway when we concluded our review, 
However, the study group had proposed several procedures designed to im- 
prove the utilization of drawings. 

ASO officials advised us that they were now aware of the need for corrective 
action and that some action would be taken, but that the implementation of 
planned improvements might be delayed or limited by personnel and fund 
limitations. 

We are advised that the adequacy and use of drawings and other contractor- 
furnished technical data have been a matter of concern to the Navy, the Depart- 
ment of Defense, and industry for some time. A new military specification 
intended to standardize and clarify the requirements of the military services 
for technical data has recently been published and additional changes in allied 
specifications are underway. The Navy also reports that new methods of 
handling the millions of drawings now in inventory are also being studied. 
These changes had not been fully implemented at the time of our review, and 
we are, therefore, unable to express an opinion as to the effectiveness of these 
changes. 


Exursir IX(a).—INDICATED MISUSE OF AUTHORITY TO NEGOTIATE BY ASO—FEx- 
CERPTS, COMPTROLLER GENERAL’S REporRT (pp. 18-19) B—133263, DATED JANUARY 
29, 1960 


In addition to the failure to realize the maximum benefits normally afforded 
by competitive bidding, we found indications of misuse of the authority to 
procure by negotiation. 

As stated in the foregoing section, we found that the Aviation Supply Office 
cited the unavailability of adequate technical data as the justification for nego- 
tiation in approximately 70 percent of the procurement actions reviewed, al- 
though a determination of the availability and adequacy of data generally was 
not made. We believe that such unsupported citations represent a misuse of 
negotiation authority granted by the Armed Services Procurement Act (10 
U.S.C. 2304). 

We did not determine the extent to which the lack of data is used as a basis 
for negotiation by other procuring activities of the Department of the Navy. 
However, we did note that, for fiscal year 1959, 82 percent of the total dollar 
value of Navy direct procurement was performed by negotiation. On a depart- 
mentwide basis, the impracticability of advertising was cited as authority to 
negotiate for 21 percent of the negotiated amount. For individual bureaus and 
offices, the percentage of the value of negotiated procurements for which this 
authority was cited varied from a low of 6 percent in one office to a high of 
98 percent in another. One reason used in support of the impracticability of 
advertising is the unavailability of adequate data. 

In view of our tests at the Aviation Supply Office, which indicated a misuse 
of negotiation authority, we believe that this matter merits consideration on an 
overall Department basis. The significance of this is demonstrated by the fact 
that approximately $6.2 billion of $7.5 billion total Navy procurement in 1959 
was negotiated and that approximately $1.3 billion cited the impracticability 
of advertising as the authority for negotiation. 

The Department of the Navy has informed us that a thorough review will be 
conducted in regard to the possible misuse of authority to procure by negoti- 
ation and that positive action will be taken as the situation may warrant. 


Senator Eneir. General Davis, we are glad to have you and your 
group here, and if you have a short introductory statement to make, 
you may give it at this time. 
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STATEMENT OF MAJ. GEN. W. A. DAVIS, U.S. AIR FORCE, DIRECTOR 


OF PROCUREMENT AND PRODUCTION, AIR MATERIEL COMMAND, 
DAYTON, OHIO; ACCOMPANIED BY COL. ALBERT W. JAMES, DI- 
RECTOR, CONTRACT SUPPORT DIVISION, AERONAUTICAL SYS- 
TEM CENTER, WRIGHT-PATTERSON AIR FORCE BASE, DAYTON, 
OQHIO; AND COL. ROBERT V. KIRKLAND, DIRECTOR OF PROCURE- 
MENT AND PRODUCTION, ROME AIR MATERIAL AREA, GRIFFISS 
AIR FORCE BASE, ROME, N.Y. 


General Davis. Thank you, Mr. Chairman. 

Mr. Chairman and members of the committee, I am Maj. Gen. W. A. 
Davis, Director of Procurement and Production for the Air Materiel 
Command. I am here in response to your letter of February 19, 1960, 
to Secretary Taylor requesting that the chiefs of the technical serv- 
ices be present. The Air Force is not organizationally divided into 
technical services but has designated the commander of the Air Mate- 
riel Command at Wright-Patterson Air Force Base as the “sole head 
of the procuring activity.” In view of his wide range of logistic func- 
tions in addition to procurement and production, he has redelegated 
this authority to me as the Director of Procurement and Production. 
In turn, I have redelegated authority within certain limitations to 
major Zone of Interior Air Force commands, to three systems centers, 
tonine air materiel areas, and to two depots. [recognize that you have 
a limited time to review specific matters in which you are interested 
and that you have requested certain operating personnel to be here. 
It ismy further understanding that the Assistant Secretary of Defense 
(Supply and Logistics) accompanied by the materiel secretaries of the 
services will appear on Thursday to discuss procurement policies and 
procedures from an overall basis and will outline some of the infor- 
mation already furnished to the Senate Armed Services Committee. 

Consequently, I am not at this time presenting an explanation of 
how the Air Force does its procurement. I am, however, prepared to 
do so to any extent that it is desired or will be beneficial to the mem- 
bers of this committee. 

I have with me pursuant to your request for representation of mid- 
dle management Col. Albert W. James, the Director of Contract Sup- 
port at the Aeronautical Systems Center, Wright-Patterson Air Force 
Base, Ohio, and Col. Robert V. Kirkland, the Director of Procure- 
ment and Production at the Rome Air Materiel Area, Grifliss Air 
Force Base, N.Y. They are accompanied by personnel you have desig- 
nated by specific job assignment. Mrs. Barbara A. Duckro of the Day- 
ton Air Force Depot and Mr. James Morgan of the Aeronautical Sys- 
tems Center are also present to respond to questions regarding speci- 
fic procurements in which I understand you have expressed a special] 
interest. ‘The procuring activities at the Aeronautical Systems Center 
and the Rome Air Materiel Area have submitted to you information *° 
in advance of the hearing concerning their procurement functions 
and responsibilities. 

Just prior to this meeting I handed Mr. McInarnay a report, in 
compliance with the chairman’s request to Secretary Taylor of March 
2, 1960, on the activities in the nine air materiel areas and two Air 


» Retained in committee files. 
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Force depots covering the progress on our programs to competitively 
purchase items of replenishment spare parts. In February of this year 
we issued a new Air Materiel Command Regulation 57-6 which pre- 
scribes procedures and responsibilities involved in determining the 
specific replenishment spare parts which may be competitively pro- 
cured. The report” that I have given you covering our activities 
in this area does not reflect action taken as a result of this new regula- 
tion. Our records will not reflect any appreciable increase in com- 
petition as a result of this regulation until July of this year. A copy 
of this regulation has been furnished to you by the Secretary’s Of- 
fice.?? 

I would first like to introduce to you Col. Albert W. James, Director 
of Contract Support, Aeronautical Systems Center, Wright-Patter- 
son Air Force Base, Ohio. He will introduce the personnel with 
him from the Aeronautical Systems Center. While in our structure, 
the administrative contracting officer does not report to the Aero- 
nautical Systems Center, we have brought Mr. Peter E. Giannini from 
our Chicago Air Procurement District who on a number of occasions 
has been responsible for the administration of contracts awarded by 
the Aeronautical Systems Center. Col. Walter W. Woodard from 
the Air Research and Development Command is here to discuss the 
technical support that is given to our Aeronautical Systems Center 
procurement team. Following any questions that you may have of 
Colonel James and members of the center, I would like to present Col. 
Robert V. Kirkland, the Director of Procurement and Production, 
from the Rome Air Materiel Area. He will introduce the requested 
personnel from the Rome Air Materiel Area and an administrative 
contracting oflicer from the Rochester Air Procurement District. 

With your permission, Mr. Chairman, I should like to remain at 
the witness table to assist in responding to any policy questions that 
may arise. 

Senator Eneie. That will be perfectly all right, General. 

Thank you very much. 

Colonel James, do you have any statement to make ? 

Colonel James. Yes, sir. 





21 See material submitted by the Air Force, app. XII through XV, pp. 570-608. Other 
material retained in committee files. 
22 Retained in committee files. 
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STATEMENT OF COL. ALBERT W. JAMES, DIRECTOR OF CONTRACT 
SUPPORT DIVISION, AERONAUTICAL SYSTEM CENTER, AIR MA- 
TERIEL COMMAND, WRIGHT-PATTERSON AIR FORCE BASE, 
DAYTON, OHIO; ACCOMPANIED BY GEORGE S. RATTENBURY, 
CHIEF OF SMALL BUSINESS OFFICE; FRANCIS W. TANGERMAN, 
CONTRACTING OFFICER; JAMES P. MORGAN, PROCUREMENT 
AND PRODUCTION OFFICER; PETER E. GIANNINI, ADMINISTRA- 
TIVE CONTRACTING OFFICER, CHICAGO AIR PROCUREMENT 
DISTRICT; COL. WALTER W. WOODWARD, ASSISTANT FOR DE- 
VELOPMENT PLANS, HEADQUARTERS ARDC, ANDREWS AIR 
FORCE BASE, MD.; LT. JOHN LATVA, PROJECT ENGINEER, METALS 
AND CERAMICS LABORATORY, WRIGHT AIR DEVELOPMENT 
AREA; LT. COMDR. GEORGE E. SMITH, U.S. NAVY PHOTOGRAPHIC 
LIAISON OFFICER, BUREAU OF NAVAL WEAPONS, WRIGHT- 
PATTERSON AIR FORCE BASE, DAYTON, OHIO; AND LLOYD R. 
POE, TECHNICAL ASSISTANT 


Colonel James. Mr. Chairman and members of the committee, I 
am Col. Albert W. James, Director of Contract Support, Aeronautical 
Systems Center, Air M: iteriel Command. My relationship to the 24 
buying units in ‘the Aeronautical Systems Center is that of both staff 
and support. In other words, I furnish procurement guidance and 
advice to the buying organizations, and my organiz: tion as w ell fur- 
nishes support in the form of contract writing, contract pricing, and 
contract review. In addition, I supervise the activities of the Small 
Business Office, which is headed by our small business specialist. 
Further, I exercise contract approval authority commensurate with 
that delegated to the Commander, ASC. 

The mission of the Aeronautical Systems Center is to provide for 
the acquisition and delivery of aeronautical weapon and support sys- 
tems (this generally includes all aircraft and missiles except for the 
ballistic missiles) , and to manage the operational activities pertinent 
to procurement, production, supply, transportation, and maintenance 
engineering for attainment of integration of Air Force effort during 


the development and production phases of aeronautical weapon and 
support systems. 
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The 24 buying activities are composed of 17 weapon system project 
offices, 5 equipment divisions, 1 industrial facilities division, and 1 
office which buys advanced study requirements. Basically, each buy- 
ing activity is responsible for processing its own procurement action. 
The contracting officer or officers in each case work for the chief of 
the buying activity. We render advice and guidance as necessary on 
individual procurement actions and lend the speci ialized support in- 
dicated for all significant contracting actions. In addition, we moni- 
tor from a records point of view accomplishment against our overall 
procurement task. Each buying organization chief is authorized to 
process new procurements up toa ralue of $350,000 without reference 
to our organization. New procurements in excess of that figure are 
processed with the assistance of the Directorate of Contract Support. 
New procurements with a value in excess of $1 million are further 
reviewed and finally approved by General Davis’ organization. 

Our weapon system project offices generally concern themselves with 
one major weapon system, such as the B-52 WSPO. The equip- 
ment divisions are each responsible for a class of aeronautical equip- 
ment, such as communications, accessories, guidance, and propulsion. 
This’ equipment is generally delivered direct to the weapons con- 
tractor for installation in the weapon as Government furnished aero- 
nautical equipment. The buying activities are grouped under wea- 
pons directors according to their mission interest, i.e., strategic, de- 
fense, tactical, and equipment. Overall responsibility for procure- 
ment action thus becomes a total Aeronautical Systems Center effort 
headed up by the commander, ASC. 

I would like at this time to introduce the members of the team 
who have come with me to assist in answering your questions. 

First, Mr. George S. Rattenbury, on my left, who is our Chief of 
our Small Business Office. 

Next, on my right, as negotiator, Mr. Francis W. Tangeman. He is 
also a contracting officer for training devices in the Maintenance and 
Modification Branch of the Specialized Procurement Division. 

On my immediate right is Mr. James P. Morgan, who is a procure- 
ment and production officer, and also a contracting officer, is Chief of 
the Aerial Reconnaissance Branch, Communication and Reconnais- 
sance Division. 

Then there is Mr. Giannini, on my far right, who has already been 
introduced as the AG 0 from the Chicago Air Procurement District. 

We also have with us, on my immediate left, of course, Col. Walter 
W. Woodard, Assistant for Development Plans from Headquarters, 
ARDC, Andrews Air Force Base, Md. 

And Lt. John Latva, project engineer, Ceramics and Graphite 
Branch, Metals and Ceramics Laboratory, Materials Central, Wright 
Air Development Division. 

And finally, Lt. Comdr. George E. Smith, U.S. Navy photographic 
liaison officer, Bureau of Naval Weapons, ‘and Gene Representa- 
tive, Central District, at Wright-Patterson Air Force Base, Ohio. 

Gentlemen, this concludes my remarks, and I am ready for questions. 

Senator Eneix. Thank you very much, General. 

Are you ready to proceed, Mr. McInarnay # 

Mr. McInarnay. Yes, sir. 
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Colonel James, if a payment appears to a certain contractor on a 
machine run of your contracts this would mean that you paid that 
company the amount shown, would it not ? 

Colonel James. I believe so. I am not sure that I really understand 
your question. : 

Mr. McInarnay. In other words, if you have a coordinated pro- 
curement—for example the Navy is buying an item for you—your 
records would not show a company with payments to them, is that 
correct 4 Someone in back of you is shaking his head. 

Colonel James. You are speaking in the area of a military inter- 
departmental purchase ? 

Mr. McInarnay. You see, we were given a list of sole-source ma- 
chine runs. I am speaking of one item I want to discuss here, where 
it showed payments to a certain contractor. Now, does this mean 
that the Air Force directly paid that contractor necessarily ? 

Colonel JAmes. I am not familiar with the machine run that you 
referred to. 

Mr. McInarnay. I thought everybody in the Air Force would be 
familiar with that machine run. 

General Davis. May I answer the question? I believe the machine 
run shows obligations by contractor rather than payments as you 
stated the question, and it would not include a Navy procurement 
that had been procured for the Air Force. 

Mr. McInarnay. Right. 

Is it true when you have a coordinated procurement and, for ex- 
ample, the Navy buys an item for you that they also handle spare 
parts for that item? 

Colonel James. Only if it is within the purview of the procure- 
ment as given to them. In other words, on an initial procurement 
for an item we normally also include certain initial spares, if it is 
within that purview; yes. They would arrange to buy those spare 
parts. 

Mr. McInarnay. Well, if it is in the purview—in other words, if 
they are buying that unit all along and spare parts come along, they 
also buy those? 

Colonel James. Well, when you get into the area of replenishment 
spare parts, those are normally handled on a separate contract, and 
depending upon cognizance at the facility, whether it is Navy or Air 
Force, then that organization would buy the spare parts. 

Mr. McInarnay. Well, I checked it out with the Department of 
Defense people, and they said coordinated replenishment parts are 
bought by the same procuring activity that buys the item. 

Colonel James. That is what I just said, I believe. 

Mr. McInarnay. Earlier we discussed with the Navy the ARC-27 
power supply, and I know there was a procurement in January of 
1959 for 7,000 units, I think, and then in May there was another pro- 
curement also by the Navy. 

I note that the first one was for an Air F oree requirement, and yet 
I notice in the machine run that you spent $1 million with the same 
contractor for spare parts on a sole source and modification basis in 
the final quarter of fiscal year 1959. 

I just wonder what the authority was in light of the on that appar- 
ently the Navy is supposed to be buying the spare part 
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Colonel James. Well, I am not familiar with the details of this 
situation. 

Mr. McInarnay. I would be happy to give you the contract num- 
bers and, if you will, you can put it in the record. 

Colonel James. If you so request we can furnish the details. There 
may have been an exceptional basis on which a direct procurement was 
handled, I do not know. 

Senator Eneir. Without objection the report, when received, will 
be made a part of the record. 

(The document referred to follows :) 


ExHIBIT X—HISTORICAL BACKGROUND ON C—1904/ARC-27 (SuBsEQUENTLY 
SUPPLIED THE DEPARTMENT OF THE AIR Force) 


1. Contract Nos. AF33(600)-36804 and AF33(600)-38507 were the first and 
second production contracts respectively, issued to the Admiral Corp. for the 
procurement of the control, radio set C-1904/ARC-27. The first contract was 
negotiated per 10 U.S.C. 2304(a)(2) and a letter contract was accepted by 
Admiral on March 20, 1958. The definitive was negotiated and accepted by 
Admiral on June 28, 1958, for a quantity of 8,466 each controls, spare parts, and 
data at a total price of $2,672,849.34. The second contract was negotiated per 
10 U.S.C. 2304(a) (14) and a letter contract was accepted by Admiral on Decem- 
ber 24, 1958. The definitive was negotiated and accepted by Admiral on April 
8, 1959, for a quantity of 1,149 each controls, spare parts, and data at a total 
contract price of $307,690.71. 

2. These two production contracts were issued on a letter contract basis in 
order to expedite to the greatest extent the “safety of flight’ aspect of this 
equipment which was used for a USAF directed class IV modification of aircraft 
by the cognizant AMA’s. 

3. The following is quoted from AMC letter 27-2 which furnishes background 
information on the necessity for this equipment : 

(a) UHF quick manual tuner.—The requirement for the development of UHF’ 
quick manual tuners was established by Headquarters, USAF OSR 122, dated 
September 1, 1955. This action resulted from agreements between the Joint 
Chiefs of Staff and the Civil Aeronautics Administration, later to become part 
of the Federal Aviation Agency, relative to the use of the UHF frequencies from 
225 to 400 megacycles to supplement the overcrowded VHF channels in con- 
nection with the civil military air traffic control peripheral communications plan 
for low/high-altitude aircraft. The implementation of this plan by CAA, begin- 
ning in the latter part of 1957, requires that pilot/copilot capability for instan- 
taneous selection of any of the available 1750 UHF frequencies, in addition to 
the 20 preset channels, be provided in military aircraft equipped with UHF. 

(b) Remote UHF channel/frequency indicators.—The requirement for remote 
UHF channel/frequency indicators for use in high-performance single- and tan- 
dem-place fighter, bomber, and trainer-type high-performance aircraft was estab- 
lished by Headquarters, USAF OSR 146, dated January 10, 1956. Headquarters, 
USAF’s action was based on studies conducted by the Director of Flight Safety 
Research in connection with a series of fatal accidents in which the primary 
cause was attributed to “pilot vertigo” resulting from distraction of the pilot’s 
attention from his flight instruments or formation leader by the necessity of 
changing frequencies of his UHF radio set during critical flight phases. 

Headquarters, USAF had established an operational deadline of January 1, 
1959, for completion of this modification program in designated aircraft. Failure 
to meet this deadline would impair the operational effectiveness and mission 
accomplishment of the aircraft involved. 

Procurement by means other than sole source could not have been accomplished 
in time to meet this deadline. 

3. In addition to and prior to the issuance of these two production contracts, 
Admiral Corp. was awarded a service test contract AF33(600)-33926 for 30 
each control, radio set C-1904 (X A-1) /ARC-27 and data for a total contract price 
of $17,896.41. Admiral received this contract on November 16, 1956. This was @ 
SFP type contract and negotiated per 10 U.S.C. 2304(a) (11). At the time this 
contract was awarded, Admiral Corp. had a company investment in this item of 
$19,000 for production type tooling and approximately $18,000 in research and 
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development. Admiral had also stated the entire quantity would be delivered 
within 60 days after award. This was the prime factor in award of this service 
test contract as the Air Force desired immediate delivery in order to expedite 
test evaluation and implement production at the earliest possible time. 

However, Admiral Corp. encountered a considerable number of difficulties in 
trying to make the control meet the requirements of WADD exhibit WCLN- 
1253A dated June 4, 1956. These problems were peculiar to this miniaturized 
control capable of handling 1750 UHF channels and also driving the indicator, 
frequency-channel ID-572/ARC. The C—1904 is half the size of the ARC-33 
and ARC-384 controls. It replaced the two existing ARC-—27 control boxes. In 
fact, in July 1957 Admiral completely redesigned the C-1904 and succeeded in 
meeting the performance requirements on October 31, 1957. The control finally 
accepted by the Air Force was suitable for production implementation. 

4, Following is a complete rundown on the contracts placed with Admiral Corp. 
by LMEC-C for the control, radio set C-1904/ARC-—27 : 








Contract Contract date Quantity Unit price Total con- 

(each) tract price 
PE nc intinpanacacomcadin October 1956_.....-- 30 $596. 00 $17, 896. 41 
i on ncweddvasnpiectnetnas SUMO WOiencneccesc 7, 926 Sean ose oadeae 
840 266. 56 2, 672, 849. 34 
0, ea March 1959_.......-.- 1, 149 267.79 307, 690. 71 
ST SEE ccnbbinadicunécudctacnacwan i 3. | ener 4, 945 234. 12 1, 157, 723. 40 
Te ccnnsekdntddicncedscsinws TUN VOTO cenccncees 1, 464 234. 00 342, 576. 00 
I cs acteniniihenintntincnircamrensses September 1959...._- 386 234. 00 90, 324. 00° 








Mr. McInarnay. How many dollars does the Aeronautical Systems 
Center award during the course of a year? 

Colonel James. Well, last year we awarded, the last fiscal year, 
I believe, a little over $4 billion, 1959, and I believe that this fiscal 
year we will run something less than $4 billion, probably closer to 
3% or 3.4, something like that. 

Mr. McInarnay. How many of those dollars are formally ad- 
vertised ? 

Colonel James. Well, comparatively a rather small number. 

Since the Aeronautical System Center was organized in September 
of 1958 we do not have a complete fiscal year run for this work. 

I do, however, have some figures which cover the calendar year of 


1959, which actually includes half of fiscal year 1959 and half of 1960 
fiscal year. 


Mr. McInarnay. How many dollars does that show ? 

Colonel James. On this basis we show a total of $3.7 billion as 
being the total awarded, and this is taken from DD-350 reports, of 
which $54 million went to small business. 

Mr. McInNarnay. What percent does that work out to? 

Colonel James. That would be 1.4 percent. 

Mr. McInarnay. How many of those $3.7 billion were negotiated 
with one source ? 

Colonel James. Here again we run into an incompatible statistical 
base, and the best that I can tell you on it is in terms of category 1, 
2,and 3, as defined, and then point out that category 1, the base line 
for inclusion of contracts is that statistical base in the period January 
1, 1959, to June 30, 1959, included all types of procurement, and 
the same figure that we have for July 1, 1959, through December 31, 
1959, did not include all 2C14, but rather included all of those procure- 
ments made under the sources system selection board procedure. 
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So, unfortunately, here again we have incompatible statistics. These 
figures as we have them show that during the period January 1, 1959, 
to June 30, 1959, that we placed 363 procurements under category 1 for 
a value of $1.7 billion. 

Mr. McInarnay. And small business got 1.4 percent. 

Does your installation, as a routine matter, advise all bidders or 
offerors of the outcome of its awards ? 

Colonel James. I think I missed a part of your question, if you will 
restate it. 

Mr. McInarnay. Does your installation, as a routine matter, advise 
all bidders or offerors of the outcome of each award ? 

Colonel James. Well, we use the standard synopsis procedure for 
announcing awards w hich, of course, is a form of informing. 

General Davis. Mr. Chairm: mn, may I make a comment on the pre- 
vious statement by Colonel James? 

I think it would be in the interests of the committee and the record 
to show that the Aeronautical Systems Center is a highly specialized 
segment of the Air Force procurement organization specializing in 
major and large complex systems. They buy no replenishment ‘and 
spare parts, for instance. 

Mr. McInarnay. You buy the end item, the aircraft. 

General Davis. They buy the aircraft, missiles, and things like that. 
So the potential for advertising and small business is relatively small 
compared to the average for the Air Force. I have the figures here 
in front of me for the last quarter of fiscal 1959 exactly as you asked 
for them from Colonel James, if you would like to hear them. 

Mr. McInarnay. Would those show the amount on—— 

General Davis. This would be the Air Force-wide, so I think it 
would be of some interest. 

Mr. McInarnay. Negotiated with a single source ? 

General Davis. Yes. The figure, I would like to express them in 
percentage 

Mr. McInarnay. Yes. 

General Davis. You asked for percentage of advertised procure- 
ment first. nate figure for the last quarter of fiscal year 1959, Air 
Force-wide was 15.3 percent as advertised. 

You asked the question, what percentage of the negotiated procure- 
ments were negotiated with one source. Dollarwise this was 62.5 
percent. 

Mr. McInarnay. 62.5 percent of the dollars in the Air Force? 

General Davis. That is correct; for the last quarter of fiscal 1959. 

Mr. McInarnay. Of course, that is not including modifications. 

General Davis. You mean modification contracts or modifications 
to contracts? I was speaking dollarwise rather than numbers of 
instruments. I was speaking percentage of dollars. 

Mr. McInarnay. Weare going to get into the difference between the 
two types of modifications that you are talking about later. I do not 
think we have the time to do it now. 

The question I had just asked the colonel, Colonel James, was about 
advising bidders of the outcome of the award. 

Now, other than putting it into a synopsis, do you have something 
like a post card ? 
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Colonel James. Well, we normally notify all of the participants, in 
other words, all of the unsuccessful bidders, of course, as well as the 
successful bidder, as to the outcome. 

Mr. McInarnay. Do you tell them who the successful bidder was? 

Colonel James. I do not have a copy of the form of letter with me, 
and I am not sure at this point. 

Mr. McInarnay. Does one of the team that handles this more di- 
rectly know it? 

Mr. Morean. * Yes; we do advise all unsuccessful bidders as to the 
outcome of the procurement. 

Mr. McInarnay. And that includes what ? 

Mr. Morean. That would include what the contract was awarded 
for, and the company to whom it was awarded. 

Mr. McInarnay. The price at which the contract was let, and the 
company that won it? 

Mr. Morean. Yes. 

Mr. McInarnay. How about the number of units that you bought ? 

Mr. Morean. If it was advertised that would be contained on an 
abstract of the bids. 

Mr. McInarnay. But you do not send them an abstract of the bids? 
You send them a little notice? 

Mr. Morean. We send them a letter as well as the abstract being 
published, the same as the 1FB was published. 

Mr. McINarnay. Do you always do this? 

Mr. Moraan. Yes, sir. 

Mr. McInarnay. The reason I am bringing these up is because 
these people who spend $2,000, $10,000, or whatever it takes to put to- 
gether a proposal, sometimes complain to us that they never know 
what happened to an award, particularly a negotiated award. It 
would be well for them to know, No. 1, because they have invested a few 
thousand dollars in submitting a proposal to you; No. 2, they would 
not want to waste your time or theirs in bidding the next time if they 
are so far down the line. So I think it would be a good idea, if it is 
done. 

Mr. Morean. Yes. 

Mr. McInarnay. What is the the normal time; do you have a set 
time when purchase requests that come into your office have to get 
out to the bidders? 

Colonel James. We have what we call our objectives as to timing; 
e We normally hope to get a PR processed inside of 120 days. 

his, admittedly, is more hope than fact in some cases, but this is an 
objective. 

Mr. McInarnay. How much time does the bidder or offeror have, 
generally, as a rule to prepare his proposal ? 

Colonel James. Well, this will vary with individual procurements, 
but normally we do not entertain, as a rule, anything less than 30 days. 
However, we will have some that will run less than 30 days under an 
urgent situation of some kind, and on major proposals we will often- 
times run more than 30 days, considerably more. 

Mr. McInarnay. Do you consider short delivery requirements as 
sufficient justification for using the urgency exception ! 





%J. P. Morgan, contracting officer, 
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Colonel James. I think it would certainly be a factor in consider- 
ing it. If the delivery requirements are firm, if the items must be 
delivered, it may become a very substantial factor. 

Mr. McInarnay. Mr. Contracting Officer, give me an instance when 
you might use your urgency requirement exception. 

Mr. Morcan. Are we speaking 

Mr. McInarnay. In relation to short delivery time—I mean, if 
they say short delivery time, they ought to put something in there to 
let you know why. 

Mr. Morgan. Yes, I cannot cite any specific instance, but delivery 
schedule, urgent deliv eries, certainly in one of the primary reasons 
for not only expediting the bidding period, but placement of the con- 
tract. If we have, we will say, 6 months le: idtime, this may cut down 
your procurement ‘time if the deliveries have to be made by a specific 
date. 

Mr. McInarnay. You award a lot of research and development 
contracts at the Aeronautical Systems Center / 

Colonel James. I would say that we award a reasonable number; 
yes. 

Mr. McInarnay. I notice that so far in 1960, small business has 
already received 2.5 percent of the total Defense Dep: urtment research 
and development contracts. Of course, that is one point in itself. 
Whether some of these small jobs even though they are highly tech- 
nical, whether some of these companies, some of these small business 
firms, can handle it just as well, is a point. However, since, as you 
know, you do award quite a few "R&D. contracts, who is the person 
responsible for seeing that the drawings and specifications come back 
to you in conformance with the contract ? 

Colonel James. Well, this would be, first of all, dependent upon 
the provisions provided in the contract as to what we expect to get 
back. 

Mr. McInarnay. Normally who would be the best 

Colonel James. It would be a matter of the administration of the 
contract to inspect and receive the drawings in accordance with the 
terms of the contract. 

Mr. McInarnay. The contract administration officer ? 

Colonel James. ACO, and the quality control man, and so forth, 
located in residence at the plant, to assure delivery in accordance 
with the requirements of the contract. 

Mr. McInarnay. The GAO pointed out that the normal time span 
for Aviation Supply Office was 60 days after completion of the con- 
tract. Do you have a normal time span within which contractors 
must furnish the dr awings and specifications ¢ 

Mr. Giannini.” Yes. The R. & D. contracts to provide delivery 
schedules for the drawings as well as the reports and other data that 
are required under the particular contract. 

Mr. McInarnay. Now, sometimes you find that you are not getting 
them in time on a timely basis from your R. & D. contractors? 

Mr. Giannini. This happens sometimes. Contractors do become 
delinquent in this area where problems or unusual facets appear in 
the R. & D. that they are working with. 








% Peter E. Giannini, administrative contracting officer. 
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Mr. McInarnay. They are not entitled to be paid until these draw- 
ings are furnished though, is that correct ? 

Mr. GIANNINI. That is correct, sir. 

Mr. McInarnay. And they are not paid ? 

Mr. GIANNINI. Generally this is true. 

Mr. McInarnay. You say generally this is true? 

Mr. GIANNINI. Let me withdraw the statement and say this is true, 
they are not paid. 

Mr. McInarnay. All right. 

Your drawings come in. I assume, as in the case of the previous 
group, somebody checks them for completeness ? 

Mr. Giannrnt. This is true. Our QC people in the field do make 
a format review, the drawings are later cadel by the receiving ac- 
tivity as to accept ibility and $ as to format, as to quality of drawing as 
it reflects the particular item that is being studied; receiving reports 
are sent back to us indicating acceptance of the articular drawi ings. 

Mr. McInarnay. Who checks the accuracy of the drawing? 

Mr. GIANNINI. This would be the project people, the initiators of 
the particular request. 

Mr. McInarnay. For the type of procurement that you would buy 
this would be a very difficult task ? 

Mr. GIANNINI. Yes, sir. 

Mr. McInarnay. After you have accepted the drawings, there is no 
recourse the Government has as far as the accuracy of the drawings? 

Mr. Giannini. This would be true. 

Mr. McInarnay. What happens to the drawings after they are 
accepted by the Government ? 

Mr. Giannini. After they are accepted by the Government I do not 
feel that I am qualified to answer that partic ular question because 
after they are delivered to the particular activity designated in the 
contract, the project people do review and do make disposition ; I can- 
not answer the question. 

General Davis. I can speak to that question. 

The acquiring activity in some instances will obtain a review and 
retain certain portions of the drawings. We do have a central de- 
pository or repository for data of this kind at Wright-Patterson Air 
Force Base. 

Mr. McInarnay. Are you microfilming these? 

General Davis. Yes, we are. This program has been underway for 
a few years, as you probably know, and has not yet been completed. 

Our system of controlling, cataloging, and keeping up to date, draw- 
ings, we have long since recognized, leave a lot to be desired, and we 
are rapidly improving this by uses of the microfilm aperture data 

card, and when we have completed this project we will have a very good 
drawing control so we can find out what we have rapidly and get better 
utilization of the dr: awings. 

Mr. McInarnay. But the accuracy and completeness of the draw- 
ings are established before you microfilm drawings and spec ifications ? 

General Davis. I believe this is required under the MILSPEC, that 
establishes the microfilming program. 

T am not familiar in detail with that specification, so I cannot say 
which particular activity is responsible for checking the accuracy of 
the drawing. 
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Mr. TanecemMan.”* I believe I could elaborate on it justa bit. As I 
understand it, the General has mentioned that we are slow in imple- 
menting this, but it is my understanding that we now require a cer- 
tificate from our contractors as to adequacy and accuracy of drawings. 

Mr. McInarnay. And the certificate is binding on the contrac tor? 

Mr. TanceMan. Yes. 

Mr. McInarnay. Even if after the Government has signed on the 
dotted line something turns up that it was not accurate or adequate? 

Mr. TanceMaAn. Well, this situation, to my knowledge, has not arisen 
as yet. Now, just what the legal implications are I do not know. 

Mr. McInarnay. General Davis, are you satisfied with the level of 
competition that you have at Aeronautical Systems Center ¢ 

General Davis. We are never satisfied in this area, Mr. Chairman, 
We constantly strive to increase competition. This is our principal 
goal in procurement. 

Mr. McInarnay. Do you think that small business can handle more 
than 1.4 percent of your dollars? 

General Davis. They are h: indling much more than that. I believe 
you are using the DOD figure. I believe that we submitted current 
information to your committee. 

Mr. McInarnay. The information you just gave said small business 
in calendar year 1959 spent 1.4 percent 

General Davis. You are speaking only of the Aeronautical Systems 
Center ? 

Mr. McInarnay. Right. You have command over others? 

General Davis. I stand corrected. 

I have my Air Force hat on. I would hesitate to say that the small 
business potential in the procurements made by the Aeronautical 
Systems Center could be appreciably larger than it is, because of the 
kind of procurements they make, which will necessarily be small. 
Whether 1.5 percent is adequate I am not prepared to say, and I do 
not believe anyone else is. It will vary, obviously, from year to year 
and quarter to quarter. 

Mr. McInarnay. One of the reasons that something might be out- 
side the small business potential is that there is no known small 
business source, is that correct ? 

General Davis. I believe I would like the small business specialist 
to answer that one. 

Mr. McInarnay. Mr. Rattenbury ? * 

Mr. Rarrensvry. Yes, sir; that is correct. That would be one 
reason. 

Mr. McInarnay. Now, when this comes up as the reason why you 
are not going to put a procurement into the small business potential, 
what do you do to see if you can find a small business source? In other 
words, do you rely on the procurement people who say that among the 
lists that they have, there are only large businesses? What steps do 
you take to get sources # 

Mr. Ratrensvry. Sir, we make use of the small business specialists 
in the Air Procurement Districts, and the small business specialists in 
the Air Procurement Districts, of course, are close to industry in their 
own district. We work on the basis of a mechanized source list, and it 





* Francis W. Tangeman, contract negotiator, Aeronautical Systems Center. 
* George S. Rattenbury, Chief, Small Business Office. 
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is based on a commodity list. The small business specialists in the 
district oflice handle commodity lists and take the application from 
industry for listing in this mec hanized sources system. 

Mr. McInarnay. You have an SBA man out there at the Systems 
Center ¢ 

Mr. Rarrensury. There is an SBA office within two doors away 
from the Small Business Office. 

Mr. McInarnay. You work with him? 

Mr. Rarrensury. We work together ; yes, sir. 

Mr. McInarnay. Does SBA have any sources / 

Mr. Rarrensury. SBA always has the eee ae to add sources 
to any procurement, and they do have a source referral system. 

Mr. McInarnay. Who is the final man who determines whether a 
contractor is competent to perform a particular contract ¢ 

Mr. Morean.*’ The contracting officer would have this responsi- 
bility. 

Mr. McInarnay. Are you, Mr. Morgan / 

Mr. Moraan. Yes, sir. 

Mr. McInarnay. What do you think of someone else overruling 
your decision and saying, notwithstanding what you say that the 
partic ular company is ¢ ompete nt to receive the contract ¢ 

Mr. Morcan. Well, sir, I think that would depend upon the facts. 
If the facts were valid, they had good reasons, I do not think that | 
would object. Ithink I would add them to the list. 

Mr. McInarnay. Iam talking about after their bids are in. 

Mr. MoreGan. I see. 

Mr. McInarnay. And they are being surveyed—I think you call it 
facilities capability report in the Air Force. This turns out negative, 
and you say, “No,” and someone else tell you, “Yes”; another agency 
maybe; what do you think of this? 

General Davis. I would like to speak to that, if I may. I do not 
think Mr. Morgan ie got your question. You are speaking of the 
activity of the SB. \ whereby they will submit a certificate of com- 
petency / 

Mr. McInarnay. Yes. 

General Davis. In this case, that is right. The SBA does have the 
authority to issue the certificate, and we honor that certificate. 

Mr. McInarnay. What do you think about that procedure, Mr. 
Morgan ? 

Mr. Morgan. I understood your question. 

Mr. McInarnay. I thought you did. 

Mr. Morean. And I am familiar with the certificate of competency 
procedure, and I have had procurements which the certificate of com- 
petency made a difference between getting an award and not getting 
an award. I don’t have any particular—I do not have any thought 
on the matter adversely. 

Mr. McInarnay. Have you had any COC’s that bore on procure- 
ments that you were handling ? 

Mr. Moraan. Yes, sir. 

Mr. McInarnay. How did these turn out? 

Mr. Morean. I feel this way: If SBA can grant a certificate of com- 
petency, and it makes a difference, in other words, it fills in where the 





“J.P. Morgan, contracting officer. 
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contractor is deficient, then there is no reason why the award should 
not be made to him. 

Mr. McInarnay. What about those COC’s that have been handled 
by you? Have the contractors performed satisfactorily ? 

Mr. Morean. In some instances, no. 

Mr. McInarnay. Well, this might be part of an answer to my 
original question then. 

Mr. Morgan. Well, yes, sir. 

Mr. McInarnay. In negotiating the prices on proposals or quota- 
tions who handles that, do you—you are Mr. Tangeman? 

Mr. Tanceman. Are you referring to me? 

Mr. McInarnay. Right. 

Do you handle that or does the contracting officer attempt to handle 
prices ? 

Mr. Tanceman. Well, I personally function both ways as a con- 
tracting officer and a contract negotiator on more complex items. So 
it depends on the nature of the procurement or the level of the pro- 
ficiency of the buyer who does the procuring. Ordinarily we have 
a buyer to do this. 

Mr. McInarnay. When a proposal comes in with a quotation, I 
assume that from a technical point of view it is shipped up to the 
engineering staff ? 

Mr. Tanceman. This is correct. 

Mr. McInarnay. What happens to the quotation; is it all in one 
bundle? 

Mr.Tanceman. No. You are speaking primarily of R. & D. pro- 
curements ? 

Mr. McInarnay. No, I am just speaking of negotiated contracts 
where you have got a technical dissertation. 

Mr. Tanceman. Where we ask for a technical evaluation we always 
make it a policy to remove the prices; the prices remain in our office. 

Mr. Mcliwnarnay. Your engineering staff does not have the benefit 
of prices? 

Mr. TancemaNn. This is right. 

Mr. McInarnay. At what point do they learn of the prices? 

Mr. Tanceman. After their evaluation has been completed. 

Mr. Inarnay. Are they allowed to discuss the proposal with the 
offerors ? 

Mr. TanceMan. We discourage that. 

Mr. McInarnay. Is there a rule governing this situation ? 

Mr. TancemMan. To my knowledge there is not. However, I think 
much of this depends on a specific procurement. Those that we handle 
we definitely discourage contractors discussing their proposal with 
our technical people. We feel once this submittal is made that is it. 

Mr. McInarnay. This makes it rather difficult to negotiate in 
technical matters, does it not ? 

Mr. Tanceman. Now, this can be done after the evaluation is com- 
pleted. We do this after the evaluation is completed. 

Mr. McInarnay. Well, after the evaluation is completed and the 
technical staff is discussing the proposal with the offerors, are you or 18 
the contracting officer present at these discussions ¢ 

Mr. Tanceman. Yes, definitely. 
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Mr. McInarnay. So it can be assumed no discussions of proposals 
are carried on from the moment the offer is submitted until award, 
except in the presence of contracting people 

Mr. TancemMan. This is correct. 

Mr. McInarnay. But there is no rule? 

Mr. Tanceman. Not to my knowledge, but we always observe this, 
and I do not know of any cases where the opposite has happened. 

Mr. McInarnay. Do you buy aerial cameras ? 

Mr. TaANGeEMAN. No, sir. 

Mr. Morean. I am responsible for the procurement of aerial photo- 
graphic equipment for the entire Department of Defense, production 
quantities of aerial photographic equipment. 

Mr. McInarnay. This is one of those coordinated procurements 
that you have responsibility for ? 

Mr. Moraan. Yes, sir. 

Mr. McInarnay. That includes the KA series cameras ? 

Mr. Morean. KA series. 

Mr. McInarnay. KA-30, KA-20, KS-36 ? 

Mr. Morean. Yes. 

Mr. McInarnay. Which ones of those do you buy ? 

Mr. Moraan. We have procured the KS-—36, and the KA-30 camera. 

Mr. McInarnay. Has the Signal Corps also bought some of these? 

Mr. Morean. We authorized the Signal Corps to buy a quantity on 
a local purchase basis of the KA-20 cameras which was back around 
March of 1958, I believe. 

Mr. McInarnay. March or June. 

Mr. Morean. I believe the contract was awarded in June by the 
Signal Corps. 

Mr. McInarnay. Is that the Combat Surveillance Agency or is that 
the Signal Supply Corps in Philadelphia ? 

Mr. Morean. I believe the Signal Supply Agency procured those 
cameras, 

Mr. McInarnay. This was about March or June of 1958. 

There were TWX’s that went back and forth that justified that; is 
that. correct ? 

Mr. Morcan. Yes. We authorized the Signal Corps to buy the 
first quantity of KA-20 cameras based upon the lack of procurement 
data. We thought at that time that they probably would have to go 
back to the development source to procure this first production 
quantity. 

Mr. McINarnay. Did you bring some TWX’s with you bearing on 
this matter, for example, one some time around October or November 
of 1958, and a reply thereto? 

Mr. Morean. Yes, sir; I did that. 

Mr. McInarnay. May we see those? 

Mr. Morgan. Yes, sir. 

Mr. McInarnay. This dealt with a KA-20 camera; is that correct ? 

Mr. Moraan. Yes, sir. 

Mr. McInarnay. So apparently you had some objection to giving 
authority to the Signal Corps to purchase these cameras? 

Mr. Morcan. The procurement that they made in June we had no 
objection. We authorized them to make that procurement. 

Mr. McINarnay. On what basis? 
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Mr. Morean. On the basis that there was no procurement data which 
they could furnish us so that we could make the procurement. 

Mr. McInarnay. You do not know how long these cameras had been 
purchased previous to that ¢ 

Mr. Morean. No, sir; I did not. 

Mr. McInarnay. So you gave them authority to buy it in June, and 
they came back in October, did they, and they wanted to do it again 
for the same reason ¢ 

Mr. Morgan. We found out that they were making another procure- 
ment later on that year, I think it was, about August of 1958 

Mr. McInarnay. You said you found out ? 

Mr. Morean. Yes. 

Mr. McInarnay. They did not notify you or did you just happen 
to find this out ? 

Mr. Morean. As I understand it, let me clarify something first. [I 
was not Chief of the Air Reconnaissance Branch when this took place, 
These are things that I learned from the files within the branch just 
recently. 

As I understand it, they did not confront us with this later procure- 
ment. We found this out, and we reported back to our Headquarters, 
U.S. Air Force, our purchase policy people, and I believe then they 
went back to the Army. The information that you have on the tele- 
type from AFMPP indicates that 

Mr. McInarnay. Well, I have here one of the documents you gave 
me, November 1958, that the Army said—the Signal Corps, I assume— 
that the original requirement for which procurement was authorized by the 
Air Force is being placed with another contractor due to termination for default 
action against the contractor selected in June of 1958. 

Then they go on to assure you that subsequent procurements would 
be handled on MIPR procedure. 

Do you know anything about the facts upon which this authoriza- 
tion is based ? 

Mr. Morean. No, sir; I do not. 

Mr. McInarnay. You do not know whether they were actually 
defaulting a contractor ? 

Mr. Morean. I have checked since, and I found out that the con- 








tractor we are talking about, the contract awarded in June, I found | 


out it has been delivered. 

Mr. McInarnay. Soapparently it was not a default. 

Mr. Morean. Apparently not. 

Mr. McInarnay. Have you also found out that a requirement was 
cut in half—from 750 units to 355 units? 

Mr. Morean. No, sir; I was not aware of that. 

Mr. McInarnay. This October 1958 communication between you 
and the Signal Corps, or the Aeronautical Systems Center and the 
Signal Corps, asks for permission that it purchase this item again 
because they still do not have adequate data; is that correct? 

Mr. Moraan. Yes; that is correct. 

Mr. McInarnay. Do you have other documents bearing on the 
case of the KA-20 camera? 

Mr. Morean. No; I do not. Those are the only two documents 
that I have. 

Mr. McInarnay. You also purchased the KA-30 camera? 
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Mr. Moraan. Yes. 

Mr. McInarnay. What is the unit price of the KA-30? 

Mr. Morean. The unit price for the Signal Corps quantity for 35 
was $18,900. 

Mr. McInarnay. This is for the camera itself? 

Mr. Morean. This is for the complete camera system. 

Mr. McInarnay. For the controls and all things that go to make 
it up? 

Mr. Morean. This is for the three major components, which is 
made up of the cassette, the camera body, and the lens cone. 

Mr. McInarnay. Is the mount included ? 

Mr. Morean. No, sir; I believe the mount probably is bought with 
the vehicle. 

Mr. McInarnay. You buy these on a sole-source basis, do you? 

Mr. Morean. Yes; we did. 

Mr. McInNarnay. What was the justification ? 

Mr. MorGan. 2304(a) 14, time. 

Mr. McInarnay. Is that now the initial investment ? 

Mr. Morean. That has to do with time and imvestment. 

Mr. McInarnay. You mean because the contractor to whom you 
gave this award had put in a lot of time, substantial time and effort, 
which is listed under ASPR ? 

Mr. Morean. The time I am referring to is the time that they 
need the equipment. The time is referred to in the determination and 
the findings and is mentioned in two ways: The time that the de- 
velopment contractor, or in this case the contractor that got the 
award for the KA-30 camera, had spent on the system from its in- 
ception until the time we bought it, and then we tried to establish 
the amount of investment that the Government, as well as the 
contractor, has incurred up to that point. 

Mr. McInarnay. A substantial initial investment that comes under 
the statutory language of “substantial initial investment” ? 

Mr. Morgan. Yes, 

Mr. McInarnay. When was this investment made? 

Mr. Morecan. During a period from November 1954 through April 
of 1958. 

Mr. McInarnay. Through April of 1958. 

Mr. Morcan. I believe that is right, sir. 

Mr. McInarnay. You mean the tooling up—the Government was 
paying for this as they went along, were they not ? 

Mr. Morean. The Government has invested during that period 
$397,000. The contractor invested $440,000 during this same period. 
This amounted to six development contracts with the Navy and one 
service test contract with the Signal Corps. There were seven con- 
tracts all told. 

Mr. McInarnay. Seven contracts since 1954. 

Now, without having determined whether another company might 
make this thing for you at less cost, do you think it is adequate justi- 
heation just to indicate substantial initial investment as your authority 
tonegotiate with a single source over a period of 6 years? 

Mr. Morcan. In this particular instance, sir, after examining the 
MIPR, the procurement data that we had to work with, against the 
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time when they needed the equipment, and then these become impor- 
tant factors; yes, sir. . 

Mr. McInarnay. I mean you have been buying equipment over 
a 6-year period, and they have not been buying it in sufficient quan- 
tities so that the urgency continues or what ¢ 

Mr. Morean. The equipment that was procured—and I am not an 
expert on this, I have Commander Smith from the Bureau of Naval 
Weapons who can perhaps give you some indication of what was pro- 
cured on these six development contracts. 

Colonel James. I think, if I may say something here, I might point 
out that the request for this procurement from the Navy came to us 
in January, with delivery required in October, a total of 10 months 
actually, and the time for another contractor to get ready to produce 
would have been far in excess of the time available. 

Mr. McInarnay. Do you have drawings and specifications on this 
unit ? 

Mr. Morean. We have no drawings which represent a production 
configuration at this time. 

Mr. McInarnay. When do you think they might furnish them? 

Mr. Morcan. We estimate that the drawings will be delivered 
to us on the Signal Corps contract around July or sometime between 
July and September of 1960. 

Senator Eneie. May I interrupt to ask Mr. Morgan a question? 

If you wanted to get around a provision of this law, can you 
imagine any case where you could not do it? I noticed the 17 re- 
quirements. I practiced a little law and if I could not squirm around 
and put every possible procurement inside one of these exceptions 
or more—have you ever really been stuck when you did not want to— 
you did not want it to come within one of these exceptions and had 
to stay outside of them? 

Mr. Morgan. Well, I do not think it is our objective to try to squeeze 
everything into these 17 exceptions. 

Senator Enerx. I am trying to—I am putting it the other way, 
just to be kindly about it. Iam not implying that you do, but what I 
saying is that if anybody with just an ounce of ingenuity wanted to 
get into the exceptions, I cannot see anything that they bar in here. 
They should have just written it out in one paragraph, you do not 
have to do it unless you wanted. At least it would have kept every- 
body honest. The way this thing is, all you have to do is squirm 
around and figure some way to do it. That is why I asked it the 
other way. 

Is it not your opinion that every possible case could be some kind of 
an exception or another? 

Mr. Moraan. No, sir. 

Senator Enexx. Well, give me an illustration. 

Mr. Morean. I think if you have adequate leadtime, you can ad- 
vertise a lot of procurements that have to be put into one of these 
17 exceptions. 

Senator Ene. AsI say, if you do not want to do it, if you cannot 
find a way to get inside these 17 exceptions, I suspect that General 
Davis will fire you [laughter] because you sure are not as clever a fel- 
low as you ought to be. 

General Davis. May I speak to that for a moment? 
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Senator Eneie. Yes. 

General Davis. I would fire him the other way around. If he tried 
to squeeze procurement by under one of the 17 exceptions that could be 
advertised, he would not last long. 

Senator Eneie. Well, I do not imply any reflection either upon 
Mr. Morgan or upon you, General. All I am saying is that this 1s a 
lot of nonsense. 

General Davis. I would like to point out that the law requires that 
our procurements be by advertising, unless it is impossible to ad- 
vertise, as spelled out in one of the 17 exceptions. 

Senator Enews. All right. Let me give you an illustration here. 
It says: 

For property or services for which it is impractical to obtain competition. 


What do they mean by “impractical to obtain competition”? It 

might not be convenient for personal or professional services ? 

reneral Davis. I think it 1s important also to understand the sys- 
tem of control that has been established by the Department of De- 
fense in carrying out the provisions of the statute. 

This requires secretarial determination and findings. These go 
through a management and review process all the way from the buyer 
level to the Secretary, and there are many steps in the review process 
which are very carefully taken, and if the exception that is recom- 
mended by the buyer is not completely appropriate, then it never gets 
past the first review step, much less by the next three or four it has 
to go through before it is finally approved. 

Senator Enexr. It is my humble judgment that any good lawyer 
or any very experienced fellow would surely find a way to do it if he 
wanted to do it and, of course, the thing that appalls me about this 
small business thing is this: I know it is easy to deal with one big out- 
fit; it is easier than it is with a lot of small ones, and that the natural 
inclination is to do it that way. It is not the inclination of Govern- 
ment to do things the hard way, and so if you want to buy a camera, 
why, you find a way to get an exception, although there are cameras 
all over the lot. 

General Davis. Senator, I would agree with you completely, pro- 
vided everyone in the management cycle has the same objective of 
getting around the law. We could do it; we certainly could. But 
since we have these steps of review that I mentioned, it certainly is 
not conceivable—to me, anyway—that it could get by all the steps of 
review, because even though some one man in the chain might have 
the objective of getting around advertising, certainly all the rest of 
them would not be in accord, so he would be pulled up short along 
the line. But you are right: If everybody in the chain would be dead 
set against advertising, we certainly could get around it. 

Senator Enaxr. Well, everybody in the chain is inclined to lean 
against advertising and competitive bidding; it can have its influence 
if that is so. 

Mr. Tanceman. Could I make a comment from the buyer’s stand- 
point ? 

Senator Enetr. Yes; and I want to say, again, that I am not im- 
plying that anybody’s motivation is bad or that anybody is deliber- 
ately doing what I suggest. I am just saying it is possible, and 
knowing Government the way I know it, I just simply know that 
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Government prefers to deal with one big outfit, that is all. It is 
simpler, it is cleaner, it is just easier to do. Why should they monkey 
around with a bunch of little businessmen that cause people a lot of 
headaches and so on? That is why this committee is here, to try to 
find ways of doing something about it. 

Now, you want to make a comment ? 

Mr. Tanceman. My comment was actually somewhat converse to 
the one you made. I was going to say that actually a buyer's job is 
much easier when he has competition than in cases where he does not. 

Senator Eneie. Why ? 

Mr. TanceMan. Because where he has a competitive environment 
he can utilize this competitive atmosphere in his negotiation process, 
If he is going sole source, he has a very difficult time sometimes in 
reaching the sort of agreement that he feels he should have because, 
obviously, the large contractor has all the clubs in his hand. 

General Davis. I would like to say further, and now speaking of 
advertised procurement, he was speaking to competition in general, 
that we much prefer advertising because the net product of advertised 
procurement is a firm fixed-price contract, and this is the best way to 
do business, so we try to get advertising in every case we possibly 
can. It is the best kind of contract we could possibly write. It is 
simple and we know there we have the best price because it is firm 
and it is fixed and it is the lowest price that we could possibly get. So 
it makes our job much easier. 

Senator Eneir. Well, this is a very refreshing statement, and maybe 
I am entirely too cynical about this. 

General Davis. I am just giving you my personal views because 
having been in this business “for many, many years, I think I am 
expressing the views of practically every man in the business. This 
is the best way to buy; we believe it is and we prefer to do it. 

Senator Eneiz. That was just a diversion, Mr. McInarnay. 

Colonel James. Mr. Chairman, there are some more words I would 
like to say here on this business of how we control this very thing you 
are talking about. 

We utilize the principle of procurement plan with each procurement 
that is made, and within this plan it is incumbent on the buyer who 
is handling that procurement to develop his plan as to how to handle 
the procurement, and this includes, first of all, the matter of adver- 
tising, and before he is allowed to go further to consider any approach 
to making this buy, he must first of all answer the questions as to 
whether or not he can advertise that procurement. This, of course, 
includes the adequacy of data and specifications and the time in 
which to handle the advertising work. 

The only time he is allowed to go into the 17 exceptions that you 
mentioned is when he has disposed of that problem, and he must 
dispose of it first on each procurement. 

Then we go into the area of possible competition, and within this 
plan will be the sources that are applicable to the kind of procure: 
ment that we are talking about making, and we see to it through the 
review of this plan that “all of the sources that should be included on 
there are, in fact, there. 

Beyond that, getting into the sole source area, he must, of course, 
first dispose of the matter of multiple sources. He must demonstrate 
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that multiple sources are, in fact, not available, to the satisfaction of 
management. Prior to the time he can get into the area of considering 
a sole-source procurement, he must demonstrate that. So within this 
framework of the plan, the procurement plan, we, through manage- 
ment, attempt to control the very thing that you have just been 
discussing. 

Further, this plan must be made a part of the contract file and is 
reviewed by the Contract Review Board to make sure that these steps 
have been taken. 

Mr. McInarnay. Yes. 

Senator Ener. May I still ask one question? Aren’t we still in a 
national emergency of some kind ? 

Mr. McInarnay. Yes, sir. 

Senator Enc. I am sure—it seems to me we are still in a national 
emergency declared by the President. 

General Davis. May I speak to that, Mr. Chairman? 

Senator Encire. Here we have this first one, which is to determine 
if such action is necessary in the public interest. What kind of public 
interest would that be ? 

General Davis. The question as to the emergency is really academic 
as far as the procurement exceptions are concerned because effective 
January 1, 1956, I believe it was, the Secretary of Defense abolished 
the services’ right to use this exception except under some very special 
circumstances which are prescribed and controlled by the Secretary 
and, of course, these concern such things as labor surplus areas, small 
business set-asides, disaster area set-asides, and things of that nature. 
You will find that since January 1, 1956 there has been very little 
procurement done under exception 1, comparatively speaking. 

Senator Eneix. Thank you very much, Saieend: 

Go ahead, Mr. McInarnay. 

Mr. McInarnay. You say you have no more authority to use what 
they used to call the old 2C1 to negotiate under generally ; but during 
fiscal year 1959 I understand there were about $41 million in this, and 
this figure could be wrong a little bit, of modifications to contracts 
negotiated prior to January 1, 1956. 

Now, I just wondered what total dollar value out of that amount 
were modifications made by the Air Force; and does it not seem in all 
reasonableness that after these 4 years or so a new pricing of the con- 
tract or some action would be taken so that you would not continue to 
modify these old contracts ? 

General Davis. I will have to defer the answer to your specific ques- 
tion on the amount of dollars that the Air Force is responsible for in 
the figures supplied to you by the Secretary of Defense. We will have 
to supply that later for the record,** if possible. 

Mr. Por. Sir, my name is Lloyd Poe, technical assistant, purchase 
policy. 

We still have a need for that entry, and it is reported on the 
DD-350. We just completed an ASPR Subcommittee on the matter, 
and it has been determined by the Department of Defense that this 
item must be retained because we have a number of contracts that will 
still require reporting in this area. 





* $48,517,000 (figure subsequently supplied by the Air Force in response to Mr. 
McInarnay’s inquiry). 
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Mr. McInarnay. These are your 1F’s on DD-350? 

Mr. Por. What is that, sir? 

Mr. McInarnay. You report them as 1F? 

Mr. Por. That is correct; and it will continue to be after the new 
form is used in July. 

General Davis. I think it should be understood, though, what the 
modifications are to contracts. They are not new contracts in the 
sense of ordering new supplies, necessarily. In fact, very rarely are 
they new supplies, but only changes to the contract that has been 
written prior to January 1, 1956, such as engineering changes. 

Mr. McInarnay. In other words, you would not order something 
like spare parts under this type of modification ¢ 

General Davis. Not to my knowledge. 

Mr. Poe. It is still possible, sir, under a prime entered into prior 
to that time for provisioning. 

General Davis. Well, my answer to it was that it was inconceivable 
to me that we would have very many actions open on contracts that 
were completed prior to that time. There could be a few instances 
where they had slipped that far in provisioning, but that would refer 
to change orders to contracts which would be substantial dollars; if 
you have a contract with Boeing to produce B-52’s, you do not con- 
tract with somebody else to make an engineering change in this air- 
plane for you. 

Mr. Por. We also have a number of actions being reported, sir, in 
the area of price redetermination. 

Mr. McInarnay. You mean the 1F contracts? 

Mr. Por. Yes, sir. 

Mr. McInarnay. While we are on the subject of spare parts show- 
ing up as modifications, these would be under new procurements even 
though you might report it as a modification ; isn’t that true? 

Mr. Por. Well, a provisioning action is considered to be, under the 
existing system, a modification pursuant to the terms of the existing 
contract by definition, sir. 

Mr. McInarnay. So that under item 7 on the DD-350 your modi- 
fication 7’s you would not be buying such things as spare parts? 

Mr. Por. Item 7, sir? I am not familiar. I do not understand 
that one. 

Mr. McInarnay. Well, if you have a DD-350 

Mr. Por. Item 7 of 350 is the contract number. 

Mr. McInarnay. No; this is a subnumber in the middle of the page 
on the lefthand side where it discusses formerly advertised, nego- 
tiated. 

Mr. Por. Item 15 subsection 7, is modification pursuant to terms of 
a contract previously negotiated. 

Mr. McInarnay. Right. 

You would not use the 7’s to buy spare parts. : 

Mr. Por. In the case of provisioning actions; yes, sir. That 1s 
the way it is reported in the Air Force. 

Mr. McInarnay. Doesn’t this increase the scope of the contract? 

Mr. Por. It does because it is an obligation for the first time, sir. 
The funds were only previously committed. 

General Davis. It does not in the true sense. It does in the tech- 
nical sense, but when that contract was entered into it was entered 
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into with the premise that we would provision by preset rules. So 
although the dollars are not obligated until a later date, in the tech- 
nical sense the obligation comes later and expands the scope, but in 
the true sense it is not, because we intended to buy these spare parts 
at the time we let the contract when the provisioning action was 
complete. 

Now, I hesitate to point this up, I am sure you are familiar with 
it, but replenishment of spare parts, I think, has been the main sub- 
ject of discussion here, which are entirely different from the provision- 
ing of spare parts which are under discussion at the moment. 

Mr. McInarnay. I do not fully understand nor do I think it is 
necessary that I do understand, the difference between true and tech- 
nical when you discuss 

General Davis. Let me clarify it this way: I do not believe the 
committee and counsel have explored to any extent the possibilities 
of competing for the initial provisioning of spare parts for a complex 
system, but the replenishment of spare parts is what you are explor- 
ing, and we are entirely in agreement with you that we should, when 
we start to go out and rebuy replenishment parts for this—this comes 
later on down the line—that we should get competition, and we are 
making a valiant effort to do so. 

It is not my understanding that the committee has explored the 
area of competition on initial provision of parts. 

Mr. McInarnay. That is right. 

General Davis. I wanted to clear those two up. 

Mr. McInarnay. Was there ever an R. & D. contract involved in 
this KA-80 camera, Mr. Morgan ? 

Mr. Morean. Yes, sir; there were six research and development type 
contracts. 

Mr. McInarnay. With the contractor who was still furnishing it as 
the sole source ¢ 

Mr. Morean. Yes, sir. 

Mr. McInarnay. Then you said earlier that you do not have draw- 
ings and data, drawings and specifications ? 

Mr. Morcan. That is correct, sir; we do not. 

Mr. McInarnay. I assume they have been paid for, these research 
and development contracts ? 

Mr. Moraan. Yes, sir; they have been, to the best of my knowledge. 
These were contracts awarded by the Navy for the research and devel- 
opment of the KA-30 camera. 

Mr. McInarnay. But, in your own private judgment, if they did 
not get the drawings and specifications that is an item they should not 
have been paid for ? 

Mr. Morgan. That is true. 

I think maybe I ought to add one thing here—I do not think we 
finished discussing it a minute ago—and that is, that it is my under- 
standing that these development contracts produced various versions 
of the KA-30 camera; in other words, the drawings and data that came 
out of these R. & D. contracts probably would not represent a produc- 
tion configuration as we know it today. 

Consequently, we were supplied by the Signal Corps for the first 
production contract with a specification that had been written by the 
development source, their own specification. 
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Mr. McInarnay. After July do you plan on breaking this thing out 
and getting some competition ¢ 

Mr. Morgan. Sir? 

Mr. McInarnay. On the next procurement after July when the 
drawings come in ? 

Mr. Morean. If there are no significant changes in the equipment, in 
other words, if the drawings we get from the Signal Corps represent 
the item that is to be reprocured, and if we have sufficient leadtime, 
then there is no reason why we should not advertise. 

Mr. McInarnay. Did the Aeronautical Systems Center, in effect, 
tell the Signal Corps that they thought there was some violation of the 
regulations in their procuring this item when you have cognizance 
over it? 

Mr. Morean. Yes: we did. It is in violation of DOD Directive 
4115.1. 

Mr. McInarnay. Of course, you do not have any more authority 
other than telling them what they are doing is in the violation of 
regulations. 

Mr. Morcan. That is correct. 

Mr. McInarnay. They can proceed, and they did proceed ? 

Mr. Morean. I did not understand that they did. 

Mr. McINarnay. Of course, you do not know how they handled 
that procurement, whether it was on a sole source basis or how ? 

Mr. Morcan. No, sir; I do not happen to know. 

Mr. McInarnay. Why were you so insistent other than the fact 
that you were trying to follow the regulations, that the Aeronautical 
Systems Center handle this procurement? Did you want to get com- 
petition ? 

Mr. Morean. I do not know what the facts were at the time that we 
wrote to our headquarters, USAF people, and they came, in turn, to 
the Department of the Army to find out what the nature of this new 

srocurement was. I am talking about the one in August of 1958. But 

it is our responsibility to buy all photographic equipment for the De- 
partment of Defense, and this is more or less routine. We do follow 
up on these things when we find they are out of channels. 

Mr. McInarnay. You said a while ago that these KA-30’s cost $18, 
000, but I have been told by someone who should know that when you 
count all the things that go with this camera it runs up into $30,000- 
and-some-odd. 

Mr. Morcan. That does not look that way on the contract that we 
have written. Perhaps they are talking about spare parts, the data, 
the handbooks; I am talking about the drawings now and other 
things altogether, and this still wouldn’t make the system cost $30,000 
a copy, I am sure of that. 

Mr. McInarnay. You said a while ago that you had a request 
come in January and you needed the item in October, did you say, 
something like that ? 

Mr. Morean. Yes. 

Mr. McInarnay. I think probably most contractors interested in 
this thing would agree they probably could not produce the item in 
that length of time, but they never will be if they do not get these 
drawings out of the R. & D. contractor. 
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Mr. Morcan. And one additional thing, get the requirement to us 
in time so that this leadtime is greater. I am talking about the 
leadtime needed to get it into production, unit source production. 

Mr. McInarnay. Do you handle the KS—36 ? 

Mr. Morgan. Yes, sir; we bought the KS-36 for the Signal Corps. 

Mr. McInarnay. Competitively 

Mr. Morcan. Yes, sir; we used two-step advertising on the first 
procurement. : ae 

Mr. McInarnay. What do you mean in your invitations on two- 
step formal advertising? I do not want to deviate, 1 want to ask 
you some more questions on this case, but where you say that the Air 
Force reserve the right to negotiate with marginal companies sub- 
mitting marginal technical proposals 

Mr. Morean. Are you speaking about the two-step advertising * 
now ¢ 

Mr. McInarnay. Yes. When you go out for the proposals you 
say, “We want no quotations, but the Air Force reserves the right to 
negotiate with companies submitting marginal technical proposals.” 

Mr. Morean. Yes. 

Mr. McInarnay. That may be corrected with negotiations, I sup- 
pose ? 

Mr. Moraan. Yes. I believe that what we are trying to get at 
here is when the request for technical proposals goes out and we get 
them in, we do not consider a source acceptable just because there 
was insufficient data there to evaluate his proposal. So there is a 
negotiation there in a sense to bring all of the contractors up to a 
level of mutual understanding as to what our requirements consist of. 
I hope that is clear. 

Mr. McInarnay. By marginal you mean insufficient data or do 
you mean just not a very good proposal, but one that might be made 
better if you talked to the fellow? You are shaking your head. 

General Davis. May I elaborate just a moment? I think he should 
understand the background on the two-step advertising procedure. 

Mr. McInarnay. I understand how it works. 

General Davis. One of our principal reasons for adopting the two- 
step advertising procedure was that we knew there were many in- 
stances in which technical proposals were submitted, that there was a 
lack of understanding on the part of some firms as to what our require- 
ments really were, even for the amount of data submitted on some tech- 
nicality of the requirements. 

So it was determined to be in the best interests of procurement if we 
would negotiate, in a sense, or discuss the technical proposals with 
the people who are submitting them to insure that they did under- 
stand what was really required, and to ascertain whether they really 
were technically qualified to bid or to build the item. 

This is a process really of elimination and of deciding how many 
firms are really technically qualified to produce prior to formally 
advertising for price and delivery schedule. So the negotiation is 
really a meeting of the minds from a technical point of view, and 
establishing which sources are really qualified to do the job. 

Mr. McINarnay. How much does this KS-36 cost ? 








See letter dated Apr. 20, 1960, from Assistant Secretary of the Air Force P. B. Taylor 
in which he refers to 2-step advertising, exhibit XX XIII, p. 371. 
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Mr. Morcan. I would have to research my files here. 

The first procurement for the KS-36 was $2,476.80 per unit. 

Mr. McInarnay. What was the unit price? 

Mr. Morgan. $2,476.80 per unit. 

Mr. McInarnay. And the KA-380 is $18,000 ? 

Mr. Morean. The KA-30, the 35 each that we bought for the Signal 
Corps, was $18,900. 

Mr. McInarnay. Is the KS-36 an operable camera? Is it a good 
camera ? 

Mr. Morean. As far as I know it is. 

Mr. McInarnay. Is the main difference of the KA-380 the fact that 
it is the night-day camera? 

Mr. Morean. I cannot tell you just exactly what the technical differ- 
ences are. 

Mr. McInarnay. We are just going to wind up in a few more min- 
utes, so if someone can speak to that hurriedly. 

Colonel James. Commander Smith. 

Mr. McInarnay. Is the principal difference in the KA-30 and KS- 
36 is that the former is a day-night camera / 

Commander Smirn. The KA-30 is a day and night combination of 
cameras. ‘The other camera is not. 

Mr. McInarnay. All right. 

What procurement instructions or regulations are your daily refer- 
ence, your bible; you have got to the Air Force procurement instruc- 
tions and, I assume, the AMC has got some procurement instructions 
out, and then the center probably has got some standard operating 
procedures out; is that correct ? 

Mr. Morean. That is correct. 

4 org McInarnay. What do you refer to as you work from day to 
ay 

Mr. Morean. A combination of all of them. 

Mr. McInarnay. That is an awfully big job; is it not? 

Mr. Morean. Yes, sir. 

Mr. McInarnay. Do you think maybe these might be a little con- 
densed ? 

Mr. Morean. Perhaps. 

Colonel James. I would like to add a little bit, if I may. Basically 
we work with the ASPR, and the AF PI, and there is very little sup- 
plement in the ASC or Aeronautical Systems Center, minor things or 
control or procedural things, perhaps, so the AFPI is really the basic 
bible, you might say. 

Mr. McInarnay. I have nothing further. 

Senator Enetx. Counsel has no further questions. If there are no 
further questions, General Davis, we greatly appreciate your appear- 
ance here, and I want to thank you and each of the members of your 

roup for what you have added in the information of this hearing. 
hank you very much. 

The committee will recess until tomorrow morning at 9 :45. 

(Whereupon, at 5 p.m., the committee recessed, to reconvene at 9 :45 
a.m., Wednesday, April 6, 1960. ) 
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WEDNESDAY, APRIL 6, 1960 
U.S. Senate, 


SUBCOMMITTEE ON GOVERNMENT PROCUREMENT OF 
THE SELECT COMMITTEE ON SMALL BusINEss, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 9:50 a.m., in room 
318 (the caucus room), Old Senate Office Building, Washington, D.C., 
Senator Alan Bible (presiding). 

Present : Senators Bible, Sparkman (chairman of the committee), 
Saltonstall, and Randolph. 

Also present: Walter B. Stults, staff director; William T. McInar- 
nay, counsel; Harold Putnam, counsel; J. L. Anderson, professional 
staff member. 

Senator Breiz. The subcommittee will come to order. 

This morning the Subcommittee on Government Procurement. be- 

ins its second day of public hearings on the subject of negotiated 
_ = ee contracts. We shall continue with the same procedures which 
were followed during yesterday’s hearings. 

Our first group of witnesses this morning are from the Air Force, 
representing the Rome Air Materiel Area, Griffiss Air Force Base 
in Rome, N.Y. 

General Davis, I am very happy to recognize you so that you may 
introduce your group to us. 


STATEMENT OF MAJ. GEN. W. A. DAVIS, U.S. AIR FORCE, DIRECTOR 
OF PROCUREMENT AND PRODUCTION, AIR MATERIEL COMMAND, 
DAYTON, OHIO; ACCOMPANIED BY COL. R. V. KIRKLAND, U.S. AIR 
FORCE, DIRECTOR, PROCUREMENT AND PRODUCTION, ROME AIR 
MATERIEL AREA, GRIFFISS AIR FORCE BASE, ROME, N.Y.; ALAN 
MURRAY, CONTRACTING OFFICER; ROBERT JENKIN, CONTRACT 
NEGOTIATOR; JOSEPH DULBERG, AIR FORCE SMALL BUSINESS 
SPECIALIST; WILLIAM HANSON, PRICE ANALYST; ZYGMUND 
BARA, GROUND ELECTRONICS ENGINEER; AND ROGER SLEIGHT, 
ADMINISTRATING CONTRACTING OFFICER, AIR PROCUREMENT 
DISTRICT OFFICE, ROCHESTER, N.Y. 


General Davis. Thank you, Mr. Chairman. I am Gen. W. A. 
Davis, Director of Procurement and Production at the Air Materiel 
Command at Dayton, Ohio, and I am here in response to the request 
of = committee that the Chief of the Technical Services be repre- 
sented. 
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You also specifically requested representation from middle man- 
agement and field personnel in the actual contracting business. As 
you have already pointed out this morning, the Rome Air Materiel 
Area people are here, and the Chief of Procurement at Rome is Col. 
Robert Kirkland here at the table and he has with him a team of 
specialists that I would like him to introduce at this time. Colonel 
Kirkland. 

Senator Bretz. Yes, Colonel Kirkland, I am very happy to recog- 
nize you. : 

Colonel Kirxianp. Mr. Chairman, we have a prepared statement 
that I have turned in to you. If you would desire, I would like to 
introduce the team and give you an idea of the scope of our activities 
at Rome. 

Senator Breie. Very well. The prepared statement may be in- 
serted in the record. (See p. 118.) 

Colonel Kirkuianp. I am, as General Davis has said, of course, Di- 
rector of Procurement and Production at Rome. Members of our 
team which we have brought down are what we feel are a representa- 
tive group of the type of people who participate in the buying fune- 
tion at Rome. 

On my extreme left is Mr. Dulberg, our small business specialist; 
on his right, Mr. Bara, who is an engineer with the ground elec- 
tronics installation, and is here to furnish the type of engineering sup- 
port which the buyer receives. 

On my immediate left is Mr. Jenkin, a buyer, or otherwise known 
as a negotiator. 

On my extreme right, we have Mr. Sleight from the Rochester Pro- 
curement District, not a part of the Rome Air Materiel Area, but we 
have asked him to come down in response to your request to have an 
administrative contracting officer. 

On his left is Mr. Hanson, a price analyst at Rome, and then on 
my immediate right is Mr. Murray, a contracting officer, This, as I 
say, constitutes the team which we brought. 

As I said, I have turned in a prepared statement. To briefly give 
you background, if I may, I would like to say now that the Director 
of Procurement and Production of the Rome Air Materiel Area is 
responsible for the procurement of Air Force’s requirements for 
ground communication and electronic equipment. 

For illustration, this includes such things as air defense radars, the 
electronic equipment employed in such systems as SAGE, the DEW 
line, and so forth. Also, Rome is responsible for the procurement of 
high-performance long-range communication equipment utilized by 
the Air Force, which employ such advanced techniques as radio trans- 
mission by means of tropospheric scatter and automatic message rout- 
ing in transmission throughout the worldwide communications net- 
work. In addition, Rome is also responsible for procuring all De- 
partment of Defense requirements for photographic film and paper. 

Our areas within our responsibility are worldwide contractual 
maintenance services for ground communications and electronic equip- 
ment and systems as well as, where required, the contracting for the 
installation and testing of these equipments. 

In terms of dollars, our total procurement program for a given 
fiscal year is at the moment running something over $700 million. Of 
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this figure, approximately 60 percent or better will run for such heavy 
jtems as major radars and so forth. 

This concludes my portion, sir, and we are happy to respond to any 
questions w hich you may have. 

Senator Brste. Is this figure for 1960—has that held fairly level for 
the last few years? Is that the approximate amount of procurement 
in 1958 or 1959—how does it run ¢ 

Colonel Kirkianp.” No, sir; to the contrary—well, 1959 versus our 
present fiscal year 1960 are pretty much the same, Mr. Chairman. 
However, in prior years there has been a rapidly increasing trend in 
the total dollars which we use at Rome. 

Senator Brsie. 1960, then, is your peak year in procurement, $760 
million ; this is your top figure! 

Colonel Kirkianp. I w ‘ould say yes, sir. 

Senator Biste. All right; fine, thank you. Mr. McInarnay. 

Mr. McInarnay. Colonel Kirkland, of this $700 million, how many 
dollars were negotiated 4 

Colonel Kirkianp. If I may, can I give you the response, sir, in 
percentages. I w ill give you the bre: akout on various categories. Ne- 
gotiated—to respond to that first inquiry, sir—we negotiated in 1959, 
37 percent of the total dollars expended. 

Senator Brsie. Thirty what? 

Colonel Kirkianp. 37.1 percent of the total dollars. 

Senator Bisie. 37 percent of the approximately $700 million; is 
that what you are saying? 

Colonel Kirkianp. That is correct, sir. 

Mr. McInarnay. You formally advertised 63 percent of your 
dollars ¢ 

Colonel Kirkianp. Formally advertised ? 

Mr. McInarnay. Right. 

Colonel KirkLanp. No, sir. I thought you merely asked me how 
much did we competitiv ely negotiate. If I may, I will give you the 
three categories: Advertised 

Mr. McInarnay. Yes. 

Colonel KirkLanp. Formally advertised was about 5.6 percent ; 
competitiv ely negotiated, 37.1 percent; and sole source procurement, 
about 57.2 percent. 

Senator Bree, These are the three categories that make up the 100 
percent of the $700 million ? 

Colonel Kiruanp. If I figured it right, Mr. Chairman; yes, s 

Senator Brate. Yes. 

Mr. McInarnay. So that you negotiated with only one source, 
there was no competition, in awarding about $350 million? ? 

Colonel KirkLanp. No, sir; that term “sole source” is not neces- 
sarily that we deal with one source only. The normal interpretation 

of it is, and the authority under the statute gives us that, but our ulti- 

mate negotiation may have been the result of prior negotiations which 
led to a sole source negotiation as such. 

Mr. McInarnay. It would never include price competition, though ? 

Colonel Kirkianp. Advertised. 

Mr. McInarnay. It would be a design competition ? 








Col. R. V. Kirkland, Director, Procurement and Production, Rome Air Materiel Area. 
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Colonel Kirkxianp. That is right, sir. 

Mr. McInarnay. If any. 

Mr. Dulberg,® is there an SBA representative at your installation? 

Mr. Duuperc. Yes, sir. 

Mr. McInarnay. Do you work with him ? 

Mr. Dutgerc. We work very intimately together. 

Mr. McInarnay. Your job is to review the procurements for pur- 
poses of determining whether they should be synopsized ? 

Mr. Dupera. Yes, sir. 

Mr. McInarnay. And whether they should be set aside for small 
business ? 

Mr. Dutpere. Right, sir. 

Mr. McInarnay. Does this occupy most of your time? 

Mr. Dutsere. It has occupied a great deal of my time. 

Mr. McInarnay. And you have a full-time SBA representative at 
the base, too? 

Mr. Dutpere. Yes, sir. 

Mr. McInarnay. Does he do the same thing ? 

Mr. Duteere. He does it by himself and then we coordinate to- 
gether. I do my work alone and then we both get together and 
coordinate. 

Mr. McInarnay. How many line items were set aside for small 
business at Rome in, say, fiscal 1959 ? 

Mr. Dutsera. I am sorry, I have not got that figure. 

Mr. McInarnay. Does anyone have it here from Rome? 

Colonel Kirxianp. I cannot give you in our language, Mr. Mc- 
Inarnay, line items; I can give you the number of contracts. 

Mr. McInarnay. Number? 

Colonel KirKianp. 288, over $10,000 with small business, including 
set-asides, for 1959. 

Mr. McInarnay. 288 contracts? 

Colonel K1rK.anp. Yes, sir. 

Mr. McInarnay. How many contracts did you award? 

Colonel Kirgkianp. 2,500. 

Mr. MoInarnay. 2,500? 

Colonel Kirkianp. Roughly; very close, yes, sir. 

Mr. McInarnay. Of those 288, how many were from the Rome Air 
Development Center ? 

Mr. Duperc. Very few. 

Mr. McInarnay. Any ? 

Mr. Dutzerc. Not if they were in production items; otherwise Rome 
Air Research Center has their own procurement. 

Mr. McInarnay. They have a small business specialist for the 
Rome Development Center ? 

Mr. Dutzera. Yes, sir. 

Mr. McInarnay. Do you have any liaison with him ? 

Mr. Duperc. No, sir. 

Colonel Krrxianp. Mr. McInarnay, may I make a comment, sir, 
on the number of actions, and if I may, I would like to say that we 
have at Rome been trying desperately to increase the scope of the 
participation by small business concerns in our programs in the pro- 


® Joseph Dulberg, Air Force small business specialist. 
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curement area. As a result, for example, thus far in the present 
fiscal year the total number of awards to small business over the 
same period of last year is roughly showing a 39-percent increase. 
We are very happy over this figure for this reason: Last year, at the 
tail end of the fiscal year our percentage of awards to small business 
increased over the prior portion of the year. I cannot predict that 
that will happen this year However, if we remain constant, we will 
show a 39-percent increase over last year’s experience and we are 
hoping that the final year closeout will be better. 

Senator Brste. This is a percentage increase over what figure? I 
mean, it seems to me, it may have been increased 39 percent, but an 
increase of 39 percent over what ? 

Colonel Kirxianpv. Our total procurement awards in terms of 
dollars, Mr. Chairman, to small business last year was approximately 
$23 million. 

Senator Brair. $23 million out of $700 million ? 

Colonel Kirkianp. Out of $700 million, sir, but I think you would 
agree we should look at the type of equipment you buy as to its 
susceptibility, sir. 

Senator Brats. I recognize that is a fair criterion. The $23 mil- 
lion out of $700 million still gives a pretty small percentage, does it 
not? I mean percentagewise. 

Colonel Kirkianp. Of the total, that is correct. 

Senator Brete. You say you increased that 39 percent to date? 

Colonel Kirxianp. Yes, sir. 

Mr. McInarnay. So that in fiscal 1959 you awarded—what—did 
you give us the small business percentage ? 

Colonel Kirkuanp. No, sir; I did not as a percentage of the total. 
I can break it down for you, but dollars would be 

Mr. McInarnay. That is quite all right. 

Mr. Dulberg, when you make these set-asides, how many actions 
went to small business that were not set-asides ? 

Colonel Kirxianp. I cannot answer that, Mr. McInarnay, unless— 
do you have a figure of the total number of set-asides ? 

Mr. Dutpere. No, sir. 

Colonel Kirkianp. We can have it for you. I am sorry we do not 
have it available.” 

Mr. MoInarnay. Mr. Dulberg, your criteria for setting something 
aside for small business, is this often because on the last procurement 
small business was awarded the contract ? 

Mr. Dutpere. Usually it is on the last procurement, and then again 
it may not be on the last procurement. It might be suitable in our 
estimation that it should go to small business—— 





= The following data was subsequently supplied : 
Awards to small business made at Rome Air Materiel Area in fiscal 1959 





Number Amount 
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Mr. McInarnay. In your own personal judgment, these 288 actions 
that you set aside for small business, are not those the things that 
there is a pretty good likelihood that small business would get 
anyhow ¢ 

Mr. Dutzerc. That is correct, sir. 

Mr. McInarnay. So what is the purpose of setting them aside? 

Mr. Duzere. The purpose of setting them aside is to make definite 
and certain that it would go to small business. I know we did have 
last year approximately 172 to 175 JD’s entered into between SBA 
and the contracting officers at Rome. 

Mr. McInarnay. So the remainder of those that were set aside were 
unilateral actions ? 

Mr. Duxpere. No, sir. Of that number 172, I think there was about 
80 approximately, that were determined JD’s, some were withdrawn 
later, about 5 or 6 were withdrawn. The rest were set-asides, separate 
set-asides. Very few unilateral set-asides were made last year, last 
fiscal year, but prior to that we made about 31. 

Mr. McInarnay. Colonel Kirkland, you do not happen to have the 
number of dollars that Rome Air Development Center awarded to 
small business last year / 

Colonel Kirkianp. No, I am sorry, sir, that is a different command 
and I do not have them available. 

Mr. McInarnay. Right. 

Colonel Kirktanp. Would you like us to try to get them for you? 

Mr. McInarnay. I think it might be interesting for the record for 
Rome Air Development Center to submit the total dollars that it 
awarded in fiscal 1959. And total dollars of that amount that went 
to small business. 

Yesterday the statement was made that on all awards, the offerors 
are notified of the outcome of the award. Is that true at your 
installation ? 

Colonel Kirkianp. Yes, sir. 

Mr. McInarnay. All offerors are sent notices indicating the out- 
come of the award ? 

Colonel KirkLanp. Well, Mr. McInarnay, I am sure your question 
deals with procedures. Yes, sir, it does. There are obviously slips. 
We make mistakes like everyone else, but it would definitely be an 
oversight if one was not notified. 

General Davis.* Mr. Chairman, may I insert something in the 
record at this point. I was remiss yesterday when this question came 
up. This is required by the Armed Services Proc ‘urement Regula- 
tions. You might make a note that ASPR 3-106.3. requires notice to 
unsuccessful offerors. So as Colonel Kirkland says, we are supposed 


% The following statistics were subsequently supplied : 


Statistics for fiscal year 1959 showing the participation of small concerns in 
research and Geqehenenene prime contracts awarded by the Rome Air Development 
Center (ARDC), Rome, N.Y. 
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%3 Maj. Gen. W. A. Davis, U.S. Air Force, Director of Procurement, Air Material 
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to do it, and I am sure we do except in administrative slip-ups which 
could occur. 

Senator Brsce. You say what requires this notice ¢ 

General Davis. The Armed Services Procurement Regulations. 

Senator Brste. All right. 

General Davis. This particular one has been in effect since June 30 
last year. 

Mr. McInarnay. This notice that goes out, what are the contents 
of the notice ¢ 

Colonel Kirkianp. General. 

General Davis. 1 can answer it since I have the regulation right in 
front of me and Colonel Kirkland does not. 

Mr. McInarnay. Give me that reference again. 

General Davis. ASPR 3-106.3, and it requires that the notice in- 
clude the following: the number of prospective contractors solicited ; 
the number of proposals received; the name and address of each of- 
feror receiving an award; the items; quantity; the unit prices of each 
award; provided that where the number of items or other factors 
makes the listing of unit prices impractical, only the total contract 
price need be furnished, and a statement that additional information 
may be requested from the contracting officer. 

Mr. McInarnay. And that exempts all R. & D. contracts, all con- 
tracts negotiated under exceptions 4, 5, and 6, and those with foreign 
suppliers ? * 

General Davis. That is correct. 

Mr. McInarnay. Well now, we have pretty good information that 
these notices are not getting out, particularly in negotiated contracts, 
and when they are notified, “they "merely get a card saying very briefly 
“that you were,” and then there is a “not, ” which can either be crossed 
out or not, “the successful offeror on the particular award.” And they 
give a contract number. 

General Davis. I have a member of my policy staff with me. 

Mr. McInarnay. I think this would be more a matter of procedure 
rather than policy. 

Colonel Kirkianp. Are you saying, sir, at Rome? 

Mr. McInarnay. I am not saying particularly at Rome. I am say- 
ing that several defense contractors tell us that they never hear the 
outcome of an award. 

Senator Breix. I suppose the proper question is, What do you do at 
Rome in this instance; and since the effective date of this regulation, 
what type of notific ation do you send out ? 

Colonel Kirkianp. Well, Mr. Chairman, as we indicated, I think, 
rather, we are complying with the ASPR. However, by virtue of 
Mr. McInarnay’ s remarks, I will assure you we will doublecheck it to 
see that we comply. I am sure we do, but we may slip some. 

General Davis. May I ask the Chair whether these complaints have 
been subsequent to June of last year? You see, this regulation was 
effective in June of last year and it could be that some of the com- 
plaints were prior to that time, 


Mr. McInarnay. Yes; I could say they were more recent than 
that. 





* See exhibit II, p. 19. 
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General Davis. More recent than that. I will assure you, from our 
headquarters we will also check on our procedures and if we are hav- 
ing these administrative errors, we will correct them. 

Senator Bratz. Well, in fairness to the colonel from Rome, do we 
have any specific complaints arising of this notification from the 
Rome base ? 

Mr. McInarnay. No, we do not. 

In other words, the complaints that defense contractors have given 
us have not been directed specifically at the Rome Air Material Area. 
We are asking you this as a representative of a particular installation, 

Colonel Kirxianp. Thank you, Mr. Chairman. I can assure you 
I will doublecheck to make sure that you do not have. 

Senator Breiz. Thank you, Colonel. Mr. McInarnay. 

Mr. McInarnay. The contracting officer is Mr. Murray.® 

Mr. Murray. Yes, sir. 

Mr. McInarnay. ASPR 3-801.2 sets forth your responsibilities, one 
of which is to evaluate the counsel of your team of experts, including 
lawyers, cost and price analysts, and engineers, and so forth. 

Are you adequately trained to evaluate this counsel, or must you 
pretty much rely on the decisions that these experts come up with? 

Mr. Murray. Well, if I may, I would like to say that depending on 
the particular procurement, I am trained and qualified. A lot of this 
goes to experience, of course. Where we run into procurements that 
there is obviously a lot of new things in it, and we have to rely heavily 
on these experts, we do it. I cannot categorically say that we do not 
lean heavily in the more complex items. 

In the way of training, I have 8 years in this procurement business, 
3 years industrial experience, bachelor of science degree. At 33 years 
of age I have not had much time to get more experience. 

Mr. McInarnay. How long have you been in this job, did you say? 

Mr. Morray. Iam in my eighth year. 

Mr. McInarnay. Eighth year. This again is not directed particu- 
larly at the Rome Air Materiel Center, but ASPR 3-805.1 says that 
after filing revisions of proposals, no information shall be furnished 
to any officer until after the award is made. Now, sometimes we 
hear that prior to the award being made, the information is out, the 
suppliers to the successful contractor already know who is going to 
get the award. Now, what steps are taken at Rome to assure that 
this information is not made available and that the regulation is com- 
plied with ? 

Colonel Kirkianp. May I answer that, sir? 

Mr. McInarnay. Yes, sir. 

Colonel Kirxuanp. I did not know whether you were addressing it 
to Mr. Murray or myself, but I would like, if I may, to comment on 
that point, for this reason. Yes, it does appear, sir, not frequently, 
but when it occurs, one time is too many times. This is one of the 
things that is the hardest thing in the world to stamp out due to the 
tremendous scope of our system as such. The contractor people are 
dealing with your technicians at the field level. 

At Rome, for illustration, not knowing that this would come up 
here whatsoever, we have just within the last 2 weeks put out a repeti- 
tive warning on this sort of thing. In addition, likewise I have just 


% Alan Murray, contracting officer, Rome Air Materiel Area. 
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talked with my commanding general, and we have requested his in- 
spector general to run down in a random-type approach whether these 
sort of violations are occurring. It is extremely difficult, Mr. Mc- 
Inarnay, to control. It does happen occasionally but we certainly 
try to stop it. 

‘Mr. McInarnay. I am interested in your comment about contrac- 
tors dealing with technicians at the field level. Yesterday we dis- 
cussed this, and it was said that the rules are that the contractors 
do not talk with engineering staff during the course of an evaluation 
of the proposal. 

Now, if the engineering staff is out in the field level and the con- 
tracting oflicers are in the Rome Air Materiel Area, how do you con- 
trol this? 

Colonel Kirxianp. Let me explain, if I may, sir. The technician 
I am talking about is the contractor’s representative who is in the field 
to assist the man using the equipment, and the technical aspect of it. 
Obviously, he can only serve one master. If he picks up something 
which he feels is useful to his firm, he feels dutybound to bring it 
back. 

For illustration, even if he finds a deficiency, for example, in a piece 
of equipment, and they try to solve it with a quick fix on the spot 
or we send in a UR on it with request for him, obviously that tech- 
nician knows immediately that something is going to be done to 
correct that deficiency. So if you start to put pieces of the jigsaw 
puzzle together, you come out with an end result. It is not, however, 
the technicians who are working with the contracting officer. 

Mr. McInarnay. ASPR requires if there is no effective price com- 
petition that the negotiating team must be in possession of current, 
complete, and correct cost or pricing data. 

How do you at Rome, Mr. Jenkin, assure that you have such cur- 
rent, complete and correct data? 

Mr. JenKIN.*® Well, in cases where we do have to get current and 
complete data, I make a request to our price analyst in our depart- 
ment or consult with the auditing authority at the plant of the pros- 
pective contractor, and from him get the current complete cost data, 
and the price analyst will make an analysis of this data. 

Mr. McInarnay. You, in the first instance at least, rely on the 
figures given by the contractor ? 

Mr. JENKIN. Rely on the figures ? 

Mr. McInarnay. Right. You get them from him, I mean. 

Mr. Jenkin. Oh, yes. 

Mr. McInarnay. Then you have your cost and price analyst review 
them, is that correct ? 

Mr. JEnKriN. That is correct. 

General Davis. Mr. Chairman—— 

Mr. McInarnay. Has there not been a piece of paper that the con- 
tractor has to sign, which came out recently ? 

Mr. Jenkin. Oh, yes, there is a statement that the contractor has 
to sign certifying that this data is complete, up to date, and the most 
reliable data that he can furnish. 

Mr. McInarnay. Including his subcontract prices. 





* Robert Jenkin, contract negotiator. 





106 


GOVERNMENT PROCUREMENT—1960 





Mr. Jenkin. I am not familiar with that aspect of it. 

General Davis. I would like to respond to that. 

Senator Brste. You may comment, General. 

General Davis. This policy is Air Force- wide, not only in Rome, 
but every other procuring activity. The certificate is required from 
a corporate official, the information as submitted be complete, accurate, 
up to date, and is pointed specifically at materials and subcontracts as 
requested. 

Mr. McInarnay. All right. Now, the contractor submits a proposal 
and in the course of negotiations, you are able to get his price ae. 
that happens ? 

Mr. Jenkin. That happens; yes. 

Mr. McInarnay. In turn, I assume, that the contractor, in order 
to save himself as much as possible, will go out and negotiate some 
of his subcontract prices down, is that logical ? 

Mr. Jenkin. You mean is that a logical assumption to make? 

Mr. McInarnay. Yes. 

Mr. JENKIN. Yes. 

Mr. Murray. Mr. McInarnay, if I may say so, it is not only logical 
but it is being done every day. We check these subcontract quotes, 
our price analyst asks for assist audits from audit people in resi- 
dence at the subcontractor’s plant. Pretty generally, the major con- 
tractors now have the same sort of team that we have here; I do not 
know what they call it, but it is a negotiating team, to talk with these 
very subcontractors. 

Mr. McInarnay. But you have no objection when you negotiate a 
contractor’s price down, his in turn negotiating the subcontr actor sup- 
ply prices down, even though you had in the first instance current, 
complete, and correct data? 

Mr. Murray. Sir, we have no objection. We have gotten to rather 
hope and expect that they would do this, and the certification is not 
made before we negotiate. It is made after we negotiate. 

Mr. McInarnay. Mr. Murray, are you the one who negotiates prices 
or at least is responsible for this, as a contracting officer ? ? 

Colonel Kirkianp. Mr. McInarnay, on that point, sir, may I ex- 

lain right briefly the function of each member of the team to per- 
Es 1aps put it in focus for you as a whole? 
Senator Brete. Certainly. 

( olonel Kirxianp. If I may, for illustration. 

On my left here is what we call the buyer or negotiator. He ini- 
tiates the early steps of any procurement. 

In his followthrough he asks Mr. Hanson as the price analyst to 
support him on the pricing aspects of it. He will go toa technician 
such as Mr. Bara,’’ the engineer type, for engineering support, and 
so on. 

Now, when you have what the buyer feels is a reasonably complete 

package, he then presents it to his contracting officer who alone has 
the authority to bind the Government. At that point he either ap- 
proves it or goes into the negotiation himself. The point being that 
on lesser dollar amounts, your buyer may handle the negotiation, in 
effect, by himself, with subsequent review at the various management 
levels. In the more complex cases, however, and inevitably in your 





*# Zygmund Bara, ground electronics engineer, Rome Air Materiel Area. 
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large dollar contracts, the contracting officer himself will participate 
in all negotiations. 

Mr. MoINnarnay. Does it ever happen, Mr. Murray, that in some 
of these large dollar contracts that are very complex, that you, in 
determining the profit to be allowed, must primarily rely on the profit- 
limiting statutes ? 

Colonel Kirkitanp. May I respond to that? 

Mr. Mvurray. I would not say that we rely on the statutory limita- 
tions. I think I would have to answer you by saying that 1 am cer- 
tain that the profit patterns established in the companies that we 
deal with, have undoubtedly been established with those statutory 
limitations in mind. These people deal in the same environment 
we do, they know our limitations, and I do believe that this has to 
influence both parties to this thing. 

Now, how much that influence is, I cannot assess. 

Mr. McInarnay. But when you are negotiating these profits, you 
have the limiting statutes in the back of your mind all the time? 

Mr. Mvurray. Certainly. 

Mr. McInarnay. On the complicated cases, has it ever happened 
that you must primarily go back to those as a guide to, say, “well, 
now, the contractor cannot have over this amount” ¢ 

Mr. Murray. We have requested deviations to our limitations. So 
I cannot categorically say that we come up to a point in time and 
say that this is as far as we can go or that is what you have to take. 
Where we have been convinced for one reason or another that the con- 
tractor we are dealing with has a legitimate argument, we have re- 
quested deviation. ‘These cases are rare, in my experience. 

Colonel KirkLanp. May I also comment, sir? 

Mr. McInarnay. Of course, I was not talking about deviations. 
But I was talking about in the first instance when you without a 
deviation are setting the profit and relying primarily on this known 
fact that the statute will not allow over a set amount. 

Colonel Kirktanp. May I comment, sir / 

Mr. McInarnay. Yes. 

Colonel Kirkianp. In the first place, as we all know, this procure- 
ment business for materiel things is tremendously complicated. You 
practically never get two cases the same. In the majority of our 
complex cases in the short time that I have been at Rome, I have 
been very gratified to see the action taken by our staff. 

For illustration: Before they will sit down with the contractor 
himself, they will have prepared their own estimates on the materials, 
on the cost of the labor, they will have set a target price for the 
Government's portion of the negotiation, for the price itself, and for 
the profit. 

I have seen cases, for example, to be quite honest, where the Gov- 
ernment target price was higher than the contractor's initial offer. I 
have seen other cases where his offering price was higher and we 
negotiated him down so that frankly, I think you are really in a free 
atmosphere in the negotiation, although you obviously have to recog- 
nize the upper limits provided by the statutes. 

General Davis. Mr. Chairman, may I make a comment on the ques- 
tion concerning the statutory limitations on profit ? 

Senator Brie. Yes, General. 
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General Davis. I think it should be clarified, that these statutory 
limitations apply only to cost-type contracts, and also that we have 
further administrative restrictions that are lower than statutory re- 
strictions requiring Secretarial approval. 

In other words, let us say the production type contract, while the 
statutory limitation would be 10 percent, the Secretary has only 
authorized us to go as high as 7 by his authority. So we are not guided 
in our day-to-day operations necessarily by the statute but by the 
administrative limitations placed on us by the Secretary. 

Senator Bratz. Thank you. 

Mr. McInarnay. Mr. Murray, on the certificate of competency pro- 
cedure for a moment, usually such an application is made after your 
facilities capability report has come back negative, is that correct? 

Mr. Murray. Yes, sir. 

Mr. McInarnay. Is there a SBA man who accompanies the FCR 
facilities capability report team on the first survey ¢ 

Mr. Murray. Not to my knowledge. 

Mr. McInarnay. Do you think this might be a good idea? 

Colonel Kirkianp. Can I respond, sir ? 

Mr. McInarnay. Yes, sir. 

Colonel Kirxianp. I would like to explain Mr. Murray’s duty 
assignment if Imay. He works in the area where we are buying heavy 
equipment, high priced, which are not normally susceptible to small 
business. If I may comment about your question with regard to FCR, 
the SBA representative does not participate in the team which accom- 
plishes the FCR as such. 

Now, to respond to your question, sir: “Do we feel that he should 
participate in it,” I would say, frankly, no, sir. I do not honestly 
feel that at that point in time he contributes anything. The num- 
ber of cases, for example, where we have favorable FCR would really 
make it uneconomical for him to participate. There would be no 
particular accomplishment in it. 

In those cases where we have a turndown, in essence, on a FCR, an 
unfavorable, as we call it, negative, those are very seldom overruled 
anyway. 

For example, in the normal procurement process, once a negative 
FCR is submitted by a field installation, and, as you know, this is done 
in the field, it cannot be overruled by the buyer or by the contractin 
officer, either one. It has to go to the director level to be overruled. 
In those cases where it is then overruled through a certificate of com- 
petency, it is really a moot question at this point and I do not believe, 
that getting into the total] act earlier than this, would serve any par- 
ticularly useful purpose. To the contrary, in fact, I feel perhaps that 
some of the members of the team might have a tendency to act contrary 
to what would be otherwise their free judgment decisions. 

Mr. McInarnay. General Davis, what assurances or what proce- 
dures are set up to assure that there is up-to-date, current liaison be- 
tween the Air Force, the Army, and the Navy on technical changes and 
states of the art of so many of these highly complex items that we are 
buying today ? 

For example, if the Air Force is buying an item, the Navy is buying 
a similar item, what procedures are set up so that you are not workin 
on an R. & D. contract while the Navy developed the item 2 years ago! 
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General Davis. I would have to be speaking for the Air Research 
and Development Command to speak authoritatively, so I will dis- 
qualify myself as an expert at the outset. It is a very difficult area 
as you can imagine, to have complete liaison and coordination. My 
impression, being at the Pentagon for several year before going out 
to Wright Field the last time, the Office of the Secretary of Defense 
in the various coordinating committees, does provide a measure of 
liaison between services in their joint committees. Of course, there 
is day-to-day contact between the field installation, the field activity, 
between the Air Force, Army and Navy. We will never get 100 per- 
cent perfect in this area, knowing what everybody is doing all the 
time. But a valiant effort is being made, because it is obviously to 
everybody’s advantage. 

Mr. McInarnay. This happened a few years ago. The Air Force 
had made a change in an air-conditioning unit which reduced the 
price by $1,500, and another military department took about 3 years 
after the Air Force had done this to make the change. They had 
awarded several contracts in the meantime, and it had cost them an 
estimated quarter of a million dollars, and there was some reluctance 
on the part of the other military department to even check with the 
Air Force when that was brought to their attention. So that this 
thing can happen. 

I was just wondering what procedures are set up to minimize it. 
I do not think we should pursue this any further now, but if you 
will furnish us information which indicates these procedures that are 
set up to be sure that technical duplications do not arise. 

General Davis. We will be glad to furnish that information as best 
we can.*® 

Mr. McInarnay. Mr. Murray, do you feel that when you formalize 
a contract that you must make a decision on price alone? 

Mr. Murray. Yes, other than those areas where we two-step for- 
mally advertise, and then we have a little quicker look and more 
latitude. 

Mr. McInarnay. Well, that means, I would assume from your 
statement, then, that the lowest bidder always gets the contract, 
which, of course, we all agree is not so. 

Colonel Kirxianp. May I comment, sir? 

Mr. McInarnay. Yes, sir. 

Colonel Kirkianp. No, sir; price and other things being equal, as 
the regulation language prescribes, normally and in practically all 
cases, first you have decided that your bidders are responsible, are 
acceptable bidders. This means not only financial capability but 
their technical capability. 

Now, likewise, as you know, if our past experience has been unsatis- 
factory with them, then we have the right to cancel that bid and go 
out again. We, of course, as you know, cancel the bid. But the mere 
fact that one particular company may show up as the low bidder 
does not mean necessarily—it is not a mandate in other words to the 
buyer assigned to that procurement—to award to that company merely 
because the dollar figure is lower. Generally, this is the practice 


—-__—______. 


* See exhibit XXXIII, p. 371. 
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because we have screened out beforehand those people we do not feel 
normally would be acceptable as bidders. 

Mr. McInarnay. And the idea of having at least two qualified bid- 
ders is not necessarily limited to formal advertising, it is, because you 
want to have at least two bidders or more on negoti: iated contracts? 

Colonel Kirkianp. Very true, sir; and if I may, I am very happy 
you brought this point up, because many times people who have not 
gone into ‘Government procedures as much as you have yourself, Mr, 
McInarnay, misunderstand when we talk about negotiated procure- 
ment. This is, of course, not sole source procurement in any sense of 
the word. 

Mr. McInarnay. Well, there is some question in the committee’s 
mind, I think, because either your reporting systems are erroneous or 
you are doing an awful lot of noncompetitive procurement. 

Colonel KirKLanp. Sir, to give you a quick illustration, if I may, in 
the area of negotiation, we just had a contract award recently. In 
the process of that award, we negotiated with about 14 bidders. Prior 
to that time, also, sir, we sent out post cards, as you know we do, 
soliciting. 

Mr. McInarnay. I did not know that you did that. 

Colonel Kirkianp. Yes, sir; we do. 

Mr. McInarnay. Presolicitation notice? 

Colonel KirKianp. This is correct. For example, sir, on a par- 
ticular line item that we are going out on contract, on our bidders’ 
list when we run a machine run on those contractors who have said in 
the past they are interested in solicitation, rather obviously than going 
to the tremendous expense of sending out complete bid sets, IF B’s or 
AFP’s, many times we will send out post card requests, “Are you 
interested”? This is somewhat similar where we have advance in- 
formation through the synopsis that the Department of Commerce 
gives you. 

Those companies will then respond, “No, we are not at this time.” 

This may be because they feel their technical capability is not sufficient 
to respond properly or their production back order situation, for 
example, their order books are full. Those that do come back and 
say “Yes,” we then send out formal bids tothem. And this, as I say, 
can be an RFP. This process generally helps us in another way be- 
cause, as an illustration, on the same procurement that I have just 
talked about, we sent cards to something better than 200 firms, sir. 
Out of that process and through the assistance of the small business 
people out in the field, we picked up an additional 30 names for our 
bidders’ list who were not interested in the particular procurement, 
but said, “It is nice to know you are buying this sort of thing. Please 
consider us in the future.” It also furnishes us an opportunity to ex- 
pand our competitive capacity for the future, as well. 

Mr. McINarnay. Out of those 200 cards that you sent out, do you 
recall how many, roughly, expressed an ne of receiving a ‘bid set? 

Colonel KrrKuanp. Give or take 1 or 2 2,17 responded. 

Mr. McInarnay. Seventeen ? 

Colonel Kirkianp. Yes. 

Mr. McInarnay. Can you give me a rought estimate of how much it 
might have cost if you had sent out 200 bid sets rather than the 17 you 
had to send out ? 
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Colonel Kirkianp. Sir, I cannot deal in precise dollars, but I can 
give you, I think, an illustration. When you make up your bid sets 
and attach to them your specs and so on, this can get anywhere as 
large a package this big [indicating] to one that would practically fill 
this table, again depending on the type procurement you are going out 
on. So that in a given case you can very easily save several thousand 
dollars in one bid alone, merely in the paperwork. 

Mr. McInarnay. So this is a real economy measure? I under- 
stand that the Signal Corps and the Army are also following it, but 
I do not believe all installations are. Is there anything peculiar about 
this procedure that would be limited only to certain installations ¢ 

Colonel Kirkianp. Not tomy knowledge, sir. 

Mr. McINarNay. You would recommend it as a good procedure? 

Colonel KirkLanp. We feel at Rome it is excellent and it is produc- 
ing relative results for us. Across the board generally, yes, 1 would 
look at the particular case involved a classified-type thing, I do not 
want to bring up this bugaboo of classification, but obviously for that 
type of classification you would almost have to make a personal solici- 
tation. 

General Davis. This procedure is followed throughout the Air 
Force. 

Mr. McInarnay. Do you call it a presolicitation notice or what do 
you call it? 

General Davis. Let me ask my expert. 

Colonel Karxxanp. It is called a preinvitation notice. It is done 
by post card. 

Senator Biste. May I ask at that point, Colonel, whether or not you 
require the bidder, these 17 bidders that you say you circularized and 
you saw they wanted a bid set, do they put up a deposit for those bid 
sets or receive them free ? 

Colonel Kirkianp. No, sir, at no time does anyone pay for any bid 
sets on a piece of procurement of the Government. It is all free. 

Senator Bratz. The reason I ask that, I believe for highway bids, for 
example, with highway departments, if one is interested in receiving 
a bid set, specifications and all the material that goes into making 
up the bid set, that the bidder is required to put up a certain amount of 
money to receive that set. I did not know whether this had any par- 
ticular merit or not, but you say it is furnished free of charge. 

Colonel KirkLanp. Yes, sir. 

General Davis. Mr. Chairman, I have been delinquent here and I 
can respond now to the question that was asked about the terminology 
used. It is called preinvitation notices, and it is required by Air Force 
Procurement Instruction No, 2-204.52. 

Mr. McInarnay. I see. Well now, a while ago I think you made it 
pretty clear that price alone does not determine whether a bidder on 
a formally advertised procurement is going to receive the award. No. 
1, he has to be responsive to the invitation. No. 2, he has to be a re- 
sponsible bidder in terms of the contract he is expected to perform. 
Is that correct ? 

Colonel Kirkianp. Yes, sir. 

Mr. McInarnay. Now, in light of this fact, could we not expect 
that just because an item happens to be classified under the genera? 


category of technical that we might still formally advertise for that 
item ¢ 
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Colonel Kirxianp. I think you are going, if I may, sir, to the 
aspect of technical and therefore complex and can we go out on 
straight advertised competition and I am afraid I would Tike to re- 
spond to that—not necessarily at all. 

You have a time factor, of course, as well. If you go out on bids 
against an early delivery ‘and you go out advertised and you do not 
then get responsive bids back, you “have lost the precious element of 
time which you cannot buy back, Mr. McInarnay. We get into a 
situation where an item of military equipment is urgently needed. 
Now, this can come about, of course, by the urgency of the require- 
ment, in many ways. We may have miscomputed our requirements, 
the total number, even if we are correct in our provisioning rate. In 
addition, however, too, when it gets out in the field, our experience 
with the item may indicate a much faster wear-out th: an we originally 
contemplated. As a result, our stocks are depleted and we have to 
go out on pretty fast procurement. 

Mr. McIwarnay. Let us discuss the two- step formal advertising for 
a moment. I think you would say that this is an effort by the Air 
Force to comply with Congress’ interest in having more competition, 
and more steps toward formal advertising; is th: at correct? 

Colonel Kirxianp. I think it is responsive to the desired perform- 
ance, desire of Congress, but it is motivated in part by our own desire 
to go out competitively. 

Are you familiar, sir, with the two-step procedure as such? 

Mr. McInarnay. Yes, sir; it is in AFPI, section IT, part 21. 

Colonel Kirxianp. And we are using it in increasing numbets, 
We have a very excellent opportunity to sit down and make certain 
to the extent, of course, that our bidders do understand the require 
ment. It lessens the percentage of failure where they are not re 
sponsive in their final bid. 

Mr. McInarnay. Mr. Bara, as the technician, I suppose when you 
go out and solicit proposals as the first step toward getting price 
competition, you would have something to do with the proposals when 
they come back in ? 

Mr. Bara. I might start off, Mr. McInarnay, by saying that the 
function of GEELA is to engineer and install the Air Force worldwide 
communications system. 

Senator Brerr. The function of who, so we can keep the record 
straight? Is this group electronics 

Mr. Bara. Ground Electronics Emergency Installation Agency. 
We do not get intimately involved with the procurement function. 
We serve to assist the procurement people in evaluating proposals that 





they get, and we also reevaluate marginal proposals. We have no | 


idea of the prices involved or how the procurement people go about 
awarding these contracts. 

Mr. McInarnay. Well, the point I was getting at is, as a member 
of the engineering staff, the technical proposals, absent quotations 
which come in are directed to your group; is that correct ? 

Colonel Krrxianp. May I respond, sir? 

Mr. McInarnay. Yes, sir. 

Colonel Krrxianv. The point Mr. Bara is trying to get across is | 
that the scope of his mission within GEEIA (Ground Electronics 
Emergency Installation Agency) is not so broad that it comes into all | 


procurements done at our facility. | 
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Mr. McInarnay. Let us just take one two-step. 

Colonel Kirxianp. I was going to, if I may, sir. In the first place, 
he is not with the ARDC (Air Research Development Command) as 
such—he is with GEEIA as such but he does lend us engineering 
support. 

For illustration, if we are trying to go out on a contract for some 
communications lines between sites, now, these can be bases or ballistic 
missiles sites, and soon. If you go out on a two-step proposal there, 
then we would go to his type engineering assistance for an engineering 
evaluation of that proposal, remembering, of course, however, that the 
time that you get these proposals initially, technical proposals, there 
isno price discussion whatsoever. 

Mr. McInarnay. I did not want to get into that point right now. 

General Davis. I think you are both missing the point a little here. 
GEEFIA, he is speaking of is not the only engineering assistance to the 
procuring activity. In Rome they have the Rome Air Development 
Center at the same installation which is an arm of the Air Research 
and Development Command, with technical capability. They also 
have other installations. The technical proposals that can be referred 
to the apropriate place at ARDC for evaluation, not necessarily the 
local man in GEEIA. 

Mr. McInarnay. Mr. Bara, have you ever evaluated proposals that 
came in on a two-step formal advertising? 

Mr. Bara. Yes, sir. 

Mr. McInarnay. Well now, just tell us what the procedure is. 
Suppose there are 15 companies that have submitted proposals. The 
Air Force reserves the right to negotiate with companies submitting 
marginal proposals. Do you, from these proposals, draw up a re- 
quirement which will be the basis of obtaining price competition ? 

Mr. Bara. Well, the engineering group, sir, does not concern itself 
with the price aspect of the contract. In talking about a typical case, 
as Colonel Kirkland started talking about, if we get a communication 
requirement from Air Force to implement, GEEIA will at times 
write the statement of work—or perhaps called specifications in your 
terminology—we will write a statement of work which descirbes the 
facility that the Air Force wants. This is a detailed statement of 
work, describes the function of the facility, and the limits that the 
facility has to work within. 

This goes to the procurement people. They use this in soliciting 
proposals. When the proposals come in, they, in turn, give them to 
our organization. We have a team set up to sit down and evaluate 
all the proposals from all the companies. Our end product is to fur- 
nish the procurement people with information after our evaluation, 
stating whether the proposals were acceptable, marginal, or unac- 
ceptable. 

Where our evaluations reveal that proposals are marginal or unac- 
ceptable, we go into a great deal of detail in explaining why they 
are marginal or unacceptable. This is so that the buyer, the pro- 
curement man, can go back and explain to the offerors. 

Senator Brstx. Is your evaluation subject to review by any other 
department or any other one of your team? Or is your evaluation 
final in the field of the engineering detail ? 
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Mr. Bara. From the technical standpoint, our evaluation is in all 
cases, I remember, they are final, sir. Of course, we have different 
echelons in GEEIA that look over ‘the engineers’ ev raluation. We have 
a chief of division, a director, and then the commander himself. They 
all screen this before it is sent. : 

Senator Bratz. Yes, I recognize that, but when it comes out of your 
shop, then for the technical detail of the engineering specifications, 
this is pretty much of a final evaluation ? 

Mr. See Yes, it is. 

Senator Brste. Do I understand this correctly. General, did you 
want to say something / 

General Davis. I think the Chairman should understand this is the 
first step in that two-step procedure and he does not select the source 
by this evaluation. Heselects a source list. 

Senator Brste. I understand. 

General Davis. The procurement man then goes out and gets the 
price proposal. So, in effect, it is a form of bid and the technican has 
not selected a source but he has selected a source list that a procure- 
ment man can use as a Satisfactory List. 

Senator Briere. But this is a pretty important function, is it not? 
I remember from some experience on a highway board that the man 
who drew the specifications could rather ‘determine whether or not 
you would get Fords or Chevrolets for your highway department. Is 
this a good example? I would like to have Mr. Bara’s comment as 
long as he is the man who determines this. 

Mr. Bara. Well, I might have to agree with you there, sir. This 
might be possible. But I Fdo not think it is practical inasmuch as there 
are so many people who are in the chain of command and something 
like this would not get by several echelons within the GEEIA struc. 
ture. I might add, also, sir, that in some evaluations we may not 
even know the names of the companies who are the offerors. It may 
come in coded, for example, and we do not know who we are evaluating. 
We just have the technical literature in front of us. 

Colonel Kirxianp. May I add to that, sir? 

Senator Biss. Yes, Colonel, cer tainly. 

Colonel Kirkianp. In addition, I would like to restate, Mr. Me- 
Inarnay, as you know, the reason we went to this, Mr. Chairman, was 
to increase our competitive possibilities, so that "when the proposals 
come in from these various companies—and recall we are not dealing 
at, this point with one company—several companies have submitted 
eee and we go over those technical proposals with the company 
people themselves. During that review, and in which the engineer- 
ing staff participates, we give the contractor, for example, an op- 
portunity to amend his proposal so that he would be responsive. 

Mr. McInarnay. I see. 

Colonel Kirkianp. If we did it the other way, Mr. McInarnay, by 
this prior technical proposal approach, he could well come in very 
nonresponsive for a very valid reason and not know it in advance, but 
through this procedure we can show him where he would not meet the 
requirement and thereby adjust and obtain another source. 

Mr. McInarnay. Does the Air Force reserve the right to negotiate 
with all marginal companies submitting marginal proposals, or just 
some of them / 











all 
rent 
lave 
‘hey 


your 
ons, 


you 
s the 
urce 


s the 
1 has 
cure- 


not? 
man 
r not 
t. Is 


nt as 


This 
there 
thing 
struc- 
y not 
L may 
ating. 


*, Me- 
n, was 
posals 
ealing 
nitted 
pany 
rineer- 
in Op- 


> 
=) 


ay, by 
n very 
ce, but 
eet the 


rotiate 
or just 





GOVERNMENT PROCUREMENT—1960 115 


Colonel Kirkianp. What you generally do, sir, is to take your satis- 
factory, marginal and unacceptable, and then you go back over them 
with the engineering people. Where one is marginal, you generally 
throw it into the acceptable or unsatisfactory. This is a fine point 
which has to be based on judgment as to whether or not the man can 
refine his proposal and would come in with an acceptable bid. We do 
not always negotiate with a marginal. We can do so if we choose. 

Mr. McInarnay. So on the second step, when the man is quoting ra 
price—is every offeror quoting on the same requirement or is each 
quoting on his own proposal ? 

Colonel Kirkuanp. They are all then quoting, sir, on the same basic 
requirement. 

Mr. McInarnay. How do you draw up this same basic require- 
ment ¢ 

Colonel Kirxianp. This was drawn up originally by the requiring 
agency that had the requirement with their tee ‘hnical staff assisting. 

Mr. McInarnay. Well, now, if you have a basic requirement orig- 
inally, what is the need of the two-step procedure? In other words, if 
some change does not come about as a result of several technical pro- 
posals coming in, how far have you gotten along by using this 
procedure ¢ 

Colonel Kirkianp. Well, the basic requirement you start out with, 
sir, may be subject to alternative solutions to meet the same basic re- 
quirement. Frequently, by going out, for illustration, through tech- 
nical proposal one, we gain inform: ition as to other solutions which 
we may not have heard of or may not have occurred to us originally. 

Mr. McINarnay. That is correct. In other words, you use these 
proposals that have come in, in polishing your requirement on which 
a price quotation is going to be solicited ? 

Colonel Kirkianp. Ye es, sir. 

Mr. McInarnay. Is it not true that the company, maybe several 
companies that have come in with novel ideas to you for solving the 
technical problem involved, and you are actually using the informa- 
tion they furnish you for the purpose of going out generally or at 
least to others and getting a refined item ? 

Mr. Murray. May I attempt an answer to that. On two-step, the 
first thing we have to do after we get all of our procurement data, is 
to get a written signoff by the engineering agency that this item is 
sus¢ ceptible to two- -step advertising. 

The other thing is in your term of reference, as far as the novel and 
new approaches, these elements are considered in this technical signoff 
that the bulk of things that we buy have been through that sort of 
thing. I am thinking now of sort of things that are ‘done in-house, 
where the engineering agency MITRE, Lincoln Lab, will come up 
with an engineering model or something. We know that these are 
Government-sponsored and owned ideas, that they have been reduced 
in practice to prove the techniques, that specification should contain 
no ambiguities that w ould lead any bidder to have to present to us any 
new purely technical ideas 

The spec should, if you are buying a Ford, represent a Ford. A lot 
of this technical evaluation that goes on is not so much to go into 
these novel approaches or technic: al approaches, as the approach is 
known, but it is how the bidder proposes to undertake and to see that 
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both parties in this understand what we are looking for and that we 
understand how he approaches this. 

Mr. McInarnay. Where are the specifications and drawing used 
for competitive procurement? The ones that you use in Rome— 
where are they stored ¢ 

Colonel Kirkianp. Generally on the items which we are prime, 
we have copies of them on the base at Griffiss in the Materiel Man- 
agement Area. 

Mr. McInarnay. Mr. Dulberg, at what point do you review the 
contracts, the awards prior to the procurement action ¢ 

Mr. Dutperac.*® When I receive the abstracts from the contact in 
relation after the buyers sign 

Mr. McInarnay. I mean to determine whether something can be 
set aside or determine something can be synopsized, at what point 
do you review them ? 

Mr. Dutsere. Well, I do not review the contract per se. I review 
the PR’s (Purchase Request) or MIPR’s (Military Interdepartmental 
Purchase Request) 3 weeks in advance of the buyers getting them. 

Mr. McInarnay. Now, it would state on this purchase request or 
MIPR the reason why you could not get competition. Does it go 
into that? 

Mr. Dutpere. No, sir. I just mark it suitable or nonsuitable for 
small business. 

Mr. McInarnay. In other words, you would not have any basis of 
determining whether an item was not suitable for small business be- 
cause there are not any drawings or specifications around ? 

Colonel Kirkianp. May I respond, sir? 

Mr. McInarnay. Yes. 

Senator Brete. Let the small business specialist respond and then, 
Colonel, if you would care to amplify or comment after he has an- 
swered, I think it is proper. 

Mr. Duxpserc. Well, the only thing I get in advance is the PR per 
se, without uy other data or information on it. Sometimes on the 
PR there might be a military spec noted; sometimes it may not be. 

Mr. McInarnay. Of course, if this is what you get, this is the 
extent of the information you get, you would be rather limited in 
your aggressive efforts to see that the responsible people would double- 
check whether specifications and drawings are available or why they 
are not available or if they will be available next time. 

Mr. Duxsere. On that basis, yes. But if I get any information 
that lends itself to small business activity, then I can be more aggres- 
sive. But getting a PR or an MIPR, just gives me an item without 
° other information. 

Mr. McInarnay. On the basis of your experience in reviewing 
these contracts, do you find an awful lot of them cannot be used com- 
petitively because there are no drawings and specifications available! 

Mr. Duxpera. True. 

Mr. McInarnay. Are you satisfied with the efforts being made to 
increase the drawings and specs so that more competition can be 
gotten ? 

Mr. Dueerc. Personally, I am not satisfied, but if I do not get any 
information other than what is on the PR, if I get the justification for 





® Joseph Dulberg, Air Force small business specialist. 
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sole source attached to a PR, there is nothing in the world I can do. 
I get it from the higher echelon attached to the MIPR or the PR, 
usually the PR. 

Mr. McInarnay. Well, this justification is not always on there, 
is it? 

Mr. Dutpere. No, sir. 

Mr. McInarnay. But in your opinion it should be? 

Mr. Dutperc. Well, the justification of sole source comes trom a 
different directorate. There is no opportunity for me to fight or 
argue or get into any controversy of why it should come or should not 
come. Itis not within my evaluating. 

Mr. McInarnay. I take it you might like to? 

Mr. Dutvere. You bet I would. 

Senator Bisie. Will you comment on that? Will you elaborate 
on the statement you are making? You say “you bet,” what procedure 
would you suggest ? 

Mr. Dutsere. Well, one would be frustrated. If he gets informa- 
tion not sufficient to give him an idea whether it could go to one source 
or could go to another source, and by that I mean either it is suitable 
for small business or it is tN for small business. You are 
actually frustrated when you just get a PR with no guiding infor- 
mation. 

Colonel Kirxianp. Sir, may I respond on the point? Are we 
satisfied ? 

Senator Bratz. I do not know. Have you completely explored it 
with Dulberg ? 

Yes, I am going to let you elaborate on it, Colonel. But I want to 
get the small business specialist’s answers in the record first and his 
viewpoint and then I will be very happy to let you amplify or to hear 
any comment you wish to make. 

Mr. McInarnay. We might ask Mr. Dulberg if it would be possible 
administratively, in light of the fact, as you say, these various pieces 
of paper come from different departments or different commands or 
whatever you refer to it as, to furnish you more specific information 
on which to base a decision whether you should aggressively seek 
competition and in doing so give small business an opportunity to 
compete along with everybody else. 

Mr. Dutzere. Well, my aggressiveness is easily dispensed with 
when you do get a justification of sole source with a PR and you do not 
get any information at all. There is nothing I can do as a small 

usiness specialist. 

Mr. McInarnay. Do you not have some doors open that you can 
carry your small business woes to, to get and bend somebody’s ears 
on these things? 

Mr. Dutpera. Well, as a small business specialist, I cannot do 
anything other than go to my director, under whose staff I am a 
member. 

Mr. McInarnay. He is available to you, is he? 

Mr. Dutzerc. Available to me at all hours of the working day if 
I ooo call on him and I would like to see him, and I am always 
received. 


ware McInarnay. Colonel Kirkland, did you want to comment on 
at 
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Colonel Kirkianp. If I may, sir. 

Mr. McInarnay. Are you the director to whom he is referring? 

Colonel Kirkianp. Yes, sir. To begin with, sir, the PR which is 
a purchase request, of course, when it initially comes over, will, as 
we know, have generally, if available, the catalog price of the last 
acquisition price. It will also have sources. This is merely to give 
us a quick look at what we can go to and the time people who have 
been building this thing in the past. It will also have a statement 
on it as to availability of spec, that and the other. 

Now, as to whether or not we even get a flat. recommendation sole 
source is completely academic at that point in time, sir, because while 
the small business specialist himself does not have to accept that 
statement, additionally, the other review levels of management, the 
buyer and the contracting officer are by no means bound by that 
statement whatsoever, sir, nor do they follow it. If they feel that 
it should go back for additional evaluation, it goes back. They do 
not have to follow the recommendation at all. 

Mr. McInarnay. Do I get the inference that your small business 
specialist is just making academic decisions ? 

Colonel Kirxianp. No, sir. My statement there was that it is 
academic as to whether the originator of the purchase request felt 
there were limited sources. This is merely his giving us the benefit 
of his records. It is not guiding on us nor controlling. 

May [I also respond, Mr. “Chairman, to the question, “ ‘Are we satis- 

fied?” By no means, sir, at Rome, are we satisfied, nor the Air 
Materiel Command or the Air Force. The difficulty as we know it 
is here, stems from the fact that in effect you never get caught up. 
There are so many new items coming into the system every year that 
you cannot stay abreast of the various items, the changes in them, 
and soon. But to the extent that we can, for illustration, if I may, 
under AMC Regulation 57-6 we are now generating an extensive 
program to intensify our effort to review line items in this system 
for which we are responsible, to increase our competitive capabilities, 
and at the same time, however, sir, to more carefully, if possible, 
screen those items which we feel in the best interests of the Air Force 
we should not compete. There are categories, of course, here, toe 
in which we dare not take the risk of going out competitively because 
the result, if we are wrong, of having latent defects in the item that 
meets the design spec so far as we can determine completely, but 
which in actual | practice will fail. 

We can ultimately lose a multimillion-dollar missile because a $5 
item was deficient when called upon. So we have to take both sides 
of the picture, of course, but we do continually screen them, and 
now with 57-6, we will make an even greater effort to screen them 
so We can increase our competitive field. 

Mr. McInarnay. I have no further questions, Mr. Chairman. 

Senator Brstx. The prepared statement of Colonel Kirkland will 
be inserted in the record at this point. 

(The document referred to follows :) 


PREPARED STATEMENT OF RoME ArtR MATERIEL AREA 


Col. Robert V. Kirkland is the director of procurement and production, Rome 
Air Materiel Area, which is located at Griffiss Air Force Base, Rome, N.Y. AS 
you probably know, Rome Air Materiel Area is a component of the Air Materiel 
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Command. We are pleased, in response to your invitation, to have this oppor- 
tunity to present the committee information regarding the activities, specifically 
in procurement, that are carried out at Rome. We will have with us a repre 
sentative group of people who carry out the functions associated with procure- 
ment. We will have with us from the directorate of procurement at Rome, Mr. 
Joseph Dulberg, the small business specialist, Mr. Alan Murray, a contracting 
officer, Mr. Robert Jenkin, a buyer, or, as you may prefer, a negotiator, and 
Mr. William Hansen, a price or cost analyst. In addition, to round out the 
representation, we will have Mr. Zygmund Bara who is an engineer and is as- 
signed to the Ground Electronic Engineering and Installation Agency of Rome 
Air Materie! Area, and Mr. Roger Sleight, an administrative contracting officer 
from Rochester, N.Y., air procurement district office. 

2. At this point we will briefly describe the basic procurement mission of Rome 
Air Materiel Area and give a few statistics illustrating the scope of this activity. 
Then, we will attempt to respond to the points raised by your committee in 
the sequence in which they were presented to us. 

8. The directorate of procurement and production of the Rome Air Materiel 
Area is responsible for the procurement of the Department of the Air Force’s 
requirements for ground communications and electronic equipment. For illus- 
tration, this includes such things as air defense radars, the electronic equip- 
ment employed in such systems as SAGE (semiautomatic ground environment), 
the DEW (distant early warning) line and several others. Also, Rome is re- 
sponsible for the procurement of high-performance, long-range communications 
equipment utilized by the Air Force which employ such advanced techniques as 
radio transmission by means of tropospheric scatter and automatic message 
routing and transmission throughout worldwide communications networks. In 
addition, Rome is also responsible for procuring all Department of Defense re- 
quirements for photographic films and papers. Other areas within our responsi- 
bility are worldwide contractual maintenance services for ground communica- 
tions and electronics equipment and systems, as well as, where required, the 
contracting for the installation and testing of these equipments and systems. 
We also purchase such other items as airfield lighting material, bulk wire and 
cable, and electrical power distribution panels and rectifiers. Naturally, we 
also must provide the follow-on parts, components, and material necessary to 
support the continued use and operation of what we have just outlined as being 
the Rome procurement job. This, of course, is a broad definition, and as you 
appreciate involves literally tens of thousands of individual items. Of course, 
the Air Force has substantial electronic needs in other areas, principally items 
and systems designed for airborne use in air weapons. The procurement of air- 
borne electronic equipment is the responsibility of other air materiel areas and 
depot, one of which is, for example, the Dayton Air Force Depot. In terms of 
dollars our total procurement program at Rome for fiscal year 1960 will run to 
approximately $706 million. Approximately 60 percent of this $706 million will, 
of course, be for the major items such as the radars that I have described above 
and the large maintenance contracts such as the one covering the DEW line. 
Rome, at its present rate of operation, will issue close to 2,500 individual con- 
tracts during a given fiscal year. The figures that we have given do not include 
purchasing done at Rome to cover the immediate housekeeping needs of the base. 

4. With respect to the specific points on which the committee desired be cov- 
ered by Rome Air Materiel Area, we will present them by first stating the 
point itself and immediately following our response: 

a. Policy regarding utilization of sole source in research and development 
stages.—Rome’s procurement responsibility does not include contracting sepa- 
rately for research and development. Contracting for research is carried out 
primarily by the Air Research and Development Command. Basically, the 
procurement responsibility at Rome is confined to production-type items, al- 
though development is sometimes necessary in production contracts. That is, 
Rome does not enter the procurement picture on any item until it has progressed 
to the point where production is possible. The same is true for the contractual 
services for which Rome is responsible. Our requirements in this area, as has 
previously been indicated, cover maintenance, installation, or operation of 
ground electronic equipments and systems rather than services for experi- 
mental, development, or research work. 

_ b. Policy on delegation of authority to the technical evaluation team regard- 
ing contractor to be selected.—Under this point we will describe three procure- 
ment techniques that are used for procurements carried out at Rome where 
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technical evaluation teams are employed. First will be the method employed 
by the Air Force to select, on a competitive basis, the contractor when the pro- 
curement involves placing a contract for the implementation or the bringing 
into being of the major weapon or electronic systems. Secondly, we will out- 
line the use of evaluation boards where the procurement is of the character 
where factors other than price will and must have significant influence on the 
selection of the contractor. Last, we will cover briefly the two-step method of 
advertising and how technical evaluation is used in this method. 

(1) For the purpose of selecting contractors to assist the Air Force in carry- 
ing out the task of bringing into existence a major weapon system or electronic 
system, there has been established by the Air Force the ARDC-—AMC systems 
source selection board. Of course, the decision to proceed with the creation of 
a major system is made at the highest levels of our Government. When such 
a decision has been made, and without going into all the administrative details, 
Headquarters, U.S. Air Force, will direct that procurement action should com- 
mence and be carried out under the jurisdiction of the system source selection 
board. The chairmanship of this board is normally vested in a ranking gen- 
eral officer of the Air Research and Development Command with a comparable 
general officer of the Air Materiel Command acting as vice chairman. Serving 
with these officers will be a group of senior AMC and ARDC officers or civilians 
chosen to bring within the board a broad range of scientific, technical, logistie, 
and military experience. Also, the command, such as SAC or the Air Defense 
Command, which ultimately will employ the system, is represented on the board 
on the same level as is AMC and ARDC. Depending on the system under con- 
sideration, the board generally consists of around 15 members with each com- 
mand having close to equal representation. To provide the necessary detailed 
information and to carry out the mechanics, the source selection board forms a 
working or evaluation group for each system. This group is composed of tech- 
nically competent personnel from each command concerned. That is, the ARDC 
representation would provide people to deal with the scientific and engineering 
aspects of the system, AMC specialists would cover such areas in the evaluation 
of the contractors being considered as production facilities, evaluation of their 
programs for cost control, quality control, and equipment and system reliability 
and other factors that AMC normally deals with as the logistic support agent of 
the Air Force. Also, the using command (SAC, for example) is represented on 
the evaluation group to provide their analysis of the contractors and their pro- 
posals from the viewpoint of the organization that must ultimately employ the 
system. Under the guidance and following the instructions of the board, the 
working group or the appropriate section of the group proceeds with such 
matters as developing a recommended list of firms to be solicited, preparing a 
proposed request for management proposals in which the system is described 
for industry and advising them of the areas that they should cover when sub- 
mitting proposals. This material is presented to the board and upon approval 
the request for management proposals is released by an appropriate procure 
ment office such as we have at Rome. At this time the working group is 
organized into a number of teams to carry out the detailed analysis of indus- 
try’s proposals. For this analysis, the source selection board furnishes to the 
working group the factors that will be covered in evaluating industry’s pro- 
posals and the point range that working group teams will apply in rating one 
firm’s proposal in comparison with others. A typical factor on a communica- 
tion system in the scientific area might be to what extent has a particular 
firm adequately considered problems in conjunction with atmospheric and 
solar interference with and distortion of the information to be transmitted. A 
factor such as this might be assigned a point range of say 0 to 150 and each 
firm would be assigned points within that range indicative of the quality of 
each firm’s proposal within the scope of that factor. There are factors also set 
up in other areas, typical subjects of which would be each firm’s past perform- 
ance with respect to delivery, cost control, quality record, ete., on comparable 
systems or endeavors that would provide a yardstick in evaluating the com- 
pany potential with regard to the system being considered. Each of the teams 
in evaluating industry’s proposals confines itself only to the factors assigned 
them by the source selection board. The results of the working group’s evalu- 
ation is then presented to the board. At this point no overall standing of the 
firms is established, and the only thing that has occurred is a relative standing 
under each individual factor, which for many systems can easily run to as 
high as 40. The source selection board then permits each firm competing for 
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the system to present a short, normally 2-to-3-hour, oral elaboration of their 
proposal to the full board. The board then takes over completely and proceeds 
to select the contractor which in their judgment is best qualified to undertake 
the systems contract. Their selection is made known to, in each case, and 
must be approved by, the Secretary of the Air Force. Upon the Secretary's 
approval, the appropriate contracting office is directed to proceed with negoti- 
ation of a contract with the company selected. For your information for three 
systems which have been assigned to Rome for procurement, the source was 
selected by this method. They were the Strategic Air Command control sys- 
tem, the worldwide air communications systems, and the air weather forecast- 
ing and information system. 

(2) The next method is the use of evaluation boards to assist the contracting 
officers in making a source selection. The mechanics that are employed in the 
evaluation process by such a board are much the same as those under the 
systems source selection board. Similarly, an appropriate evaluation team 
must be organized with representation from any Air Force or other Government 
sources that can be of assistance. The board, in the same fashion as under 
systems source selection, establishes factors, rating points, and evaluates pro- 
posals received from industry. However, there is one very significant difference, 
such boards can only act in an advisory capacity to the contracting officer and 
the final decision rests with the contracting officer, subject, of course, to any 
administrative approvals required for the resulting contract. That is, the Air 
Force procurement instructions require all contracts in excess of $30,000 to be 
approved by the director of procurement and production, Rome, and, further, 
all negotiated contracts—as undoubtedly would be the case, where an evaluation 
board was used—in excess of $1 million require approval by the Director of 
Procurement and Production at Headquarters, Air Materiel Command. As was 
the case with systems contracts, the use of evaluation boards are particularly 
useful where the requirement is such that it is not practicable that price be the 
eontrolling factor in determining the source. At Rome we have found this 
method is especially useful in the procurement of contractual maintenance and 
operation services. The larger contracts in this area are invariably cost-plus- 
fixed-fee contracts and, further, great care must be exercised in selecting con- 
tractors for these jobs. In other words, maintenance and operation of a system 
such as the DEW line, require that a contractor have most unusual technical and 
management capabilities which must be carefully confirmed. The use of this 
method also permits Rome to exploit the advantages of competition, although 
admittedly, the competition is not limited to price. For example, as a result 
of the excellent cooperation of the Air Force organizations located in Alaska, 
who have technical and operational responsibility for what is known as the 
Alaskan White Alice communication system, Rome has been able, for the first 
time since the system went into operation 3 years ago, to open the requirement 
for contractual maintenance and operation of this system to competition. In 
past years, the contract for the operation of this White Alice system has run on 
the order of $12 million per year. It is our intention, at Rome, to extend the 
use of this method of procurement, in order to gain the advantages of competition. 

(3) The last method that we will briefly cover is the two-step method of 
advertising. This method is particularly suitable to procurements where the 
following conditions exist : 

(a) The requirement is not sufficiently definitive to permit full and free 
competition without negotiation as to the technical aspects of the requirement 
to obtain an acceptable basis of understanding between the individual bidders 
and the Government. 

(b) A production contract is contemplated as distinguished from a contract 
that would require development to advance the state of the art to meet Air 
Force requirement. 

(¢) More than one source would be available as to technical qualifications 
either initially or after negotiation of the technical aspects of the requirement. 

(d) A firm, fixed-price contract is contemplated. When these conditions 
exist, unpriced technical proposals are requested. This solicitation, in the 
great majority of cases, is publicized through the Department of Commerce 
Synopsis publication and other means we employ to give the widest possible 
notice of items Rome is intending to purchase. The technical proposals received 


are forwarded to the appropriate engineering activity for evaluation. The 
engineering activity must indicate from a technical standpoint whether they 
consider a technical proposal acceptable, marginal, or unacceptable. 
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ginal proposals, technical negotiation is conducted with the company concerned by 
the buyer and Air Force technical people responsible. The objective is to shift 
such proposals into either the acceptable or unacceptable status. Here again 
this action by the engineering activity is a recommendation only and must be 
approved by the contracting officer. The next step, with the bidding restricted 
to those firms finally classified as acceptable, is to employ the normal formally 
advertised sealed bid procedure in obtaining the prices. This method of pro- 
curement has been used at Rome with considerable success. Over the last 3 
years, Rome has used the two-step method in some 60 to 70 procurements 
involving roughly $20 million. 

ce. (1) Any program already established within ROP to reduce sole source 
and increase competition, e.g., locations of new sources and giving programs 
advance publicity.—First, as you know, we have on our procurement staff a small 
business specialist who is charged with reviewing all procurement actions for 
their susceptibility to placement with small business concerns. In addition, we 
have immediately available to us a personal representative of the Small Business 
Administration who likewise is charged with reviewing our procurement place. 
ments on behalf of small business. Not only does the Small Business Adminis- 
tration representative review our procurement actions, but he also provides an 
invaluable source to us of information about new contractors to be brought into 
our system, thus furnishing additional competition potential. The technique 
of the review accomplished by each of these gentlemen is as follows: A copy of 
each purchase request representing an acquisition cost in excess of $10,000 is 
provided to the small business specialist and to the representative of the Small 
Business Administration, including purchase requests for items or services that 
are classified from a security standpoint. At this time their reviews are inde- 
pendent of each other; however, the final action constitutes a joint effort and 
unified position. Their final action will be, for example, one of two things. Either 
they agree that it is not susceptible to or appropriate for placement with small 
business, or they specifically designate that small business should be considered, 
It should be pointed out that this type conclusion may be arrived at although 
the procurement intent had already been to solicit small business sources along 
with perhaps big business sources, but the approach is kept separate inten- 
tionally at this point in time. However, if their determination is that the pro- 
curement should be restricted to small business, this is done by effecting a joint 
determination with the contracting officer, and their decision is binding on the 
buyer. There are extreme cases where the contracting officer may disagree with 
the joint determination and the matter referred to the director; however, this 
situation presents itself in an infinitesimal number of cases with regard to the 
total number of transactions reviewed in a given fiscal year. Furthermore, if the 
Small Business Administration representative does not agree with the findings 
of the director, he has appeal rights to the Secretary of the Air Force. The fore- 
going, of course, is the normal-type program followed within AMC generally. 
Now within Rome itself, we are constantly striving to broaden our competitive 
approach wherever possible and to provide opportunities for wider participation 
by small business in our procurement programs. We are doing this through 
constantly increasing our bidders list, and through constant scrutiny of our 
purchase requests as to our ability to purchase items competitively, and in the 
competitive process to consider small business sources. At Rome we are con- 
vinced that we are making progress. This conviction is based on the fact that, 
during the first 7 months of this fiscal year, the total dollar value of procure- 
ment actions going to small business firms is 39 percent greater than for the 
same period in fiscal year 1959. It is Rome’s objective to maintain this increase 
for the balance of this fiscal year and in the future. One area, in particular, 
which we believe is of concern to your committee, is the policies that apply to 
the procurement of replacement parts. The Department of Defense policy on 
this subject is set forth under paragraph 1-818 of the armed services procure 
ment regulation, and, of course, this policy applies at Rome. Basically, the 
policy is that for parts that can be classed noncritical and are fully identified, 
ean be obtained from a number of known sources or for noncritical parts where 
full, adequate manufacturing drawings and other needed data are available, 
procurement will be on a competitive basis. In general, noncritical parts are 
those of standard design and, for illustration, the regulation cites such items 
as rectifiers, transformers, generators, spark plugs, electron tubes, or other 
parts having a commercial equivalent. It is, however, axiomatic that replace 
ment parts for military equipment must be purchased so as to assure that their 
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use in that equipment will not affect its requisite, safe, dependable, and effec- 
tive operation. Accordingly, the policy reflected in 1-138 of the regulation is 
that for parts other than those that we have here described as noncritical, pur- 
chase will generally be only from sources that have satisfactorily manufactured 
or furnished such parts in the past, unless fully adequate data, test results, and 
quality assurance procedures are available to assure that the parts furnished 
will not affect the requisite, safe, dependable, and effective operation of the 
equipment in which they are to be used. However, the regulation points out 
that, generally speaking, since the performance requirements and standards 
that specially designed military items must meet are higher than those custom- 
arily set for commercial equipment. The standards for replacement parts to 
be used in this military equipment are also comparably higher. The regulation 
recognizes that such replacement parts, in many instances, must meet such ex- 
tremely precise and stringent interchangeability standards that they in effect 
preclude the use of even apparently identical parts from new sources. We at 
Rome realize, however, that the noncritical replacement parts area offers great 
potential for small business as well as an area where our ability to purchase 
such items competitively, probably can be enhanced. The extent to which it 
can improve in this area is intangible and, therefore, we are going to invite some 
15 to 20 representative small business firms to come visit with us at Rome for 2 or 
8 days. At that time we are going to sit down with them and go over many 
items which in the past have had to be placed sole source, and attempt, with them, 
to determine their capability to produce these items. Admittedly, the difficulty 
stems from nomenclature and data availability. We hope that we will be able 
to effect adequate item identification, and they will demonstrate their capability 
to produce within our delivery requirements, and can do so competitively. This, 
we hope, will result in significant savings to the Air Force. Additionally, we 
propose to solicit their suggestions and recommendations as to how we at Rome 
can increase the scope of our competitive efforts. It would be our intent to adapt 
any suggested procedures or recommendations which appear feasible and ad- 
vantageous to the Air Force. With respect to advance publicity of procurement 
programs, we will confine our remarks to the synopsizing of bid information 
and the distribution of bid sets, recognizing that the divulging of advance pro- 
gram information, as such, is prohibited. The great majority of our competitive 
procurements are publicized through the Department of Commerce “Synopsis of 
U.S. Government Proposed Procurement, Sales, and Contract Awards.” Through 
this technique, industry is given approximately 3 weeks’ advance notice prior 
to our issuing invitations for bids or requests for proposals. Likewise, an ex- 
tremely wide distribution pattern is effected in that such synopses are fanned 
out to the various Department of Commerce field offices. To those companies 
desiring direct mailing, they can, of course, for a very nominal fee, secure mail- 
ing service from the Department of Commerce for this publication. Also, on 
procurements being synopsized through the Department of Commerce we simul- 
taneously, by post card, directly notify all bidders that appear on the Rome 
bidders’ list for the commodity being procured of the fact that we are intending 
to issue an invitation for bid or request for proposal for a specific item, and 
advising that if they are interested to please let us know. Upon issuance of the 
invitation for bids or requests for proposals, copies are furnished to the 34 
AMC air procurement district offices for public posting as well as to the DOD 
Procurement Information Office located here in Washington. On all procure- 
ments in excess of $10,000, copies of invitations for bids and requests for pro- 
posals are also furnished to the Small Business Administration representative 
for his information and use. Of course, any small business concern may visit 
an Air Force procurement district office and request assistance in identifying 
the various commodity classes in which he is interested for bid purposes. Further, 
the small business specialist in the respective district will assist him in se- 
curing bid sets desired, and also in instructing him in the appropriate procedures 
he should follow in requesting placement on the various bidders’ list among 
the AMA’s. 

(2) Adequacy of drawings and specifications.—This is an old subject with 
all the military departments, and we cannot today say that all the drawings and 
specifications are adequate for bidding purposes. This situation continues to 
receive extensive effort; however, it is a never-ending task in that while you 
make progress on certain items which have been with us for quite some time, 
new items coming into the system must also be identified with sufficient accuracy 
to permit competition. Frankly, it is not felt that this will ever reach the point 
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where it will cease to be a problem. Rome is engaged in an internal program 
to more accurately determine what items, particularly noncritical parts items, 
are susceptible to competition. This is largely being carried out by equipment 
technicians at Rome. 

e. A listing showing members of the procurement team from the beginning 
actions to the final procurement.—Attached is a listing of the various members 
of the procurement team who participate in the different actions leading up to 
final consummation of the contract itself. The list indicates the team coopera- 
tion which was mentioned above. Use of all specialists listed is by no means 
exceptional, but rather almost the rule; however, naturally all of the elements 
shown may not be drawn into each and every procurement negotiation. 

f. A statements made are to be accompanied by standard operation pro- 
cedures of ROP.—At Rome we have utilized the Air Force procurement instruc- 
tions as our basic policy guide and source document for procedures. Reflecting 
as it does the guidance furnished in the armed services procurement regulations, 
then in turn reflect the congressional direction contained in 10 United States 
Code, chapter 137, which is the basic law governing procurement by the Depart- 
ment of Defense. The armed services procurement regulation and the Air 
Force procurement instructions also very specifically implement the Small Busi- 
ness Act (Public Law 85-536) and provide detailed policies and procedures to 
be followed by all purchasing activities of the Air Force. Therefore, we have 
not locally implemented the Air Force procurement instructions. Since you may 
wish to know to what extent contract actions are required to be reviewed at 
Rome Air Material Area, let me quickly summarize. The contracting officer 
may act without any further review on contracts involving $30,000 or less. 
However, if he chooses, he may request review and recommendations at any 
level within the ROAMA Directorate of Procurement. Any contract in excess 
of $30,000 requires successive levels of review, first through the branch chief, 
then the division chief. It is then routed through the procurement review com- 
mittee and receives its final review at the directorate level where it is manually 
approved. On those contracts in excess of $1 million, the contract must be 
physically forwarded to Headquarters, AMC, where it is scrutinized by their 
procurement review committee and must be manually approved by the Director 
of Procurement and Production at Headquarters, AMC. 


PROCUREMENT TEAM 
Contracting officer : 
Buyer. 
Branch chief. 
Division chief. 
Small business specialist. 
Price analyst. 
Procurement Committee. 
Director of Procurement and Production. 
Technical specialist (other staff and ground electronics engineering instal- 
lations agency). 
Staff Judge Advocate (legal review and advice). 
Commander, Rome Air Materiél Area. 
AMC Procurement Committee. 
Director, Procurement and Production, AMC. 
Cost analyst (field). 
Resident auditor. 
Administrative contracting officer. 
Air Force plant representative or chief, air procurement district. 
FCR team. 
The size and composition of the buying team will vary in accordance with the 
dollar value and complexity of the procurement. 


Senator Bretz. I think Senator Saltonstall has a particular prob- 
lem he wanted to discuss with you. 

Senator SautonstatL. Thank you, Senator Bible. 

Senator Brste. I may be in error, that this group is not the group 
that has the information you are seeking. 

Do we have further questions of the a group ? 
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If not, gentlemen, thank you very much for your appearance here. 
It is the Chair’s understanding that Senator Saltonstall has some 


questions with reference to the Waltham Electronics case. 


Would the next witness please identify himself for the record ? 


STATEMENT OF JOHN H. KEHOE, DEPUTY DIRECTOR OF PROCURE- 
MENT, DAYTON AIR FORCE DEPOT, DAYTON, OHIO; ACCOMPANIED 
BY COL. JAMES TREACY, CHIEF, PROCUREMENT POLICY DIVI- 
SION, HEADQUARTERS, U.S. AIR FORCE; LT. COL. HARVEY KEN- 
NEDY, PROJECTS BRANCH, PROCUREMENT POLICY DIVISION, 
HEADQUARTERS, U.S. AIR FORCE; AND MRS. BARBARA DUCKRO, 
CONTRACT NEGOTIATOR 


Mr. Krenor. I am John H. Kehoe, Deputy Director, Procurement, 
at Dayton Air Force Depot. 

Mrs. Duckro. I am Mrs. Barbara Duckro, a buyer at the depot. 

Senator Brste. And you are the two witnesses who are familiar 
with the Waltham Electronics Corp. case, is that correct ? 

Mr. Kenor. Yes, sir. 

Senator Brsie. Senator Saltonstall ? 

Senator SatronstaLL. Thank you, Senator Bible. 

[I will ask Mr. Putnam * to pursue this matter. 

I would just say that we have a chronological record, Mrs. Duckro, 
dating from November 16, 1959, through March 17, 1960, and I can 
say we are still looking for information from the Air Force. We have 
never gotten the information that we w ant, as I understand it, and I 
would like to ask Mr. Putnam to pursue it. 

Mr. Purnam. Mr. Chairman, there were two other witnesses, I be- 
lieve, who should be av ailable, Lt. Col. Harvey Kennedy and Col. 
Treacy. If they are in the room, would they please come forward ? 

Colonel Treacy, would you give your full name for the record, 
please? I donot have it. 

Colonel Treacy. I am Col. James J. Treacy, T-R-E-A-C-Y. I am 
Chief of the Procurement Policy Division, Headquarters, USAF. 

Colonel Kennepy. I am Lt. Col. Har vey M. Kennedy, in the Proj- 
ects Branch, Procurement Policy Division, Directorate of Procure- 
ment Pr oduction, Deputy Chief of Staff (Materiel), Air Force. 

Mr. Purnas. Colonel Kennedy, do you have the correspondence 
between Senator Saltonstall and the Legislative Liaison Office ? 

Colonel Kennepy. Yes. 

Mr Purnam. That consists of a letter from Senator Saltonstall 
dated December 29, 1959, and an answer dated January 26, 1960; a sec- 
ond letter of February 6, 1960, and an answer of March 9, 1960. 

Colonel Kennepy. Yes, sir. I think we have. 

Mr. Putnam. Now, sir, calling your attention to the letter of 
March 9, 1960, do you feel this is a 1 complete answer to the problem of 
the Waltham Electronics Corp. which had difficulty in procuring 
drawings on an IFB? 

Colonel Kennepy. Yes, sir. In our obtaining the facts in this mat- 
ter from the field activity which handled this procurement, and based 
upon these facts, we felt that this answer was responsive. 


“ Harold Putnam, Senate Small Business Committee counsel. 








126 GOVERNMENT PROCUREMENT—1960 


Mr. Purnam. Who drafted the letter, Colonel? 

Colonel Kennepy. The letter that we are referring to that you 
received ? ; 

Mr. Purnam. The letter to Senator Saltonstall from the Depart- 
ment of the Air Force, Office of the Secretary, dated March 9, 1960. 

Colonel Kennepy. This was a combined effort on the part of my 
office and the Air Staff within the Air Force before the final coordi- 
nated reply reached you which you have before you, dated March 9. 

Mr. Purnam. For the record we are talking about IFB No. 33-604- 
60-353, calling for the procurement of 575 crystal ovens. 

Colonel, do you have any further information that you can supply 
now ¢ . 

Colonel Kennepy. No, sir. I do not believe I have any other infor- 
mation I could provide you at this time. 

Mr. Putnam. Do you know who received this award ? 

Colonel Kennepy. I do not have that information. 

Mr. Purnam. Mr. Kehoe? 

Mr. Kenor. The IFB has been canceled due to a conflict in some 
of the data we requested, or due to a conflict in descriptive data which 
we gave out, and we are readvertising for a new award. 

Mr. Putnam. Do you know if anybody has ever advised Senator 
Saltonstall that this IFB has been canceled ? 

Colonel Treacy. I would like to answer that question. 

As far as I know, the Air Force did not notify the Senator as to 
the fact of the cancellation. 

Mr. Purnam. Can you explain why the information was not con- 
veyed to him when he requested it twice by mail ? 

Colonel Treacy. I respectfully disagree that a specific question 
was put to us as to whether or not the procurement had been canceled. 
Now, I did have in my possession some time earlier, I think it was 
in January, the fact that the procurement had been canceled. 

Mr. Purnam. What date, sir? 

Colonel Treacy. I am informed that it was February 19 that we 
had that information. 

Now, what, I endeavor to do in my office is to be specifically respon- 
sive to the questions that are asked; and in view of the volume of busi- 
ness that we have, and we have about a thousand of these a year, we 
confine ourselves to the specific questions, and although I knew this at 
the time, the letter did go out without my mentioning it. 

Now, in retrospect, I will agree that, perhaps, we should have in- 
cluded this, but there was no other reason, other than the fact that it 
was not specifically asked. 

Mr. Purnam. Colonel, the Senator in his letter of February 6 said 
“Tt would appear to me that this matter needs further investigation on 
the part of the Air Force as it is next to impossible for a firm to bid 
without having knowledge of the precise nature of the service’s re- 
quirements.” 

Don’t you think that that. comment invited some explanation as to 
how this IF B resulted ? 

Colonel Treacy. In my opinion; no, sir. 

Mr. Purnam. You do not think he was interested in the fact that 
the award had never been made ? 
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Colonel Treacy. No, sir; I thought that the Senator, and so did the 
you individual who worked on the case, believed that the Senator was 
more interested in the underlying facts of the case and not the result 

urt- thereof. 


), Mr. Purnam. Do you not think he understands the usual processes 
my of Government procurement without a long explanation of that? 
rdi- Colonel Treacy. I know very well that the Senator from Massa- 
h 9. chusetts is well aware of the processes to which you are referring. 
04- Mr. Purnam. Would you not expect that his constituent company, 
the Waltham Electronics Corp., would like to know that all bids had 
ply been rejected in February ? 
Colonel Treacy. Yes; I am sure that they would. I am sure that 
for- they would and I am sure that, perhaps, they probably did know. 


They keep pretty close to these things, you know. 

r. Purnam. For your information, the Waltham company did not 
know until I telephoned them on approximately March 18, because I 
did not find out until approximately March 17. 


me Now, at this time, after receiving your letter of March 9, on behalf 
Lich of our committee I placed a call to another office in the Pentagon, and 

within 5 minutes over the telephone learned that the award had never 
itor been made, all bids had been rejected in February, and further, that 


purchase will not be made until actual Air Force requirements can 
be determined. 


s to When is that apt to be? 

Colonel Treacy. I do not know, sir. You will have to ask the peo- 
-on- ple from the depot. 

Mr. Purnam. Mr. Kehoe? 
tion Mr. Krnor. The actual requirements have been determined. There 
led. has been a cut in the quantitative requirements of the procurement, 
was and we have now obtained sufficient data, and the data have been 


mailed out with the IFB, with the new IFB. 
This is now the situation. 
, we Senator Brete. This is a live quorum call, and it means we should 
report to the floor, and we will be in recess until 11:35, a 15-minute 
0n- recess. 


usi- (A short recess was taken.) 
, we Senator SaLronsTaLL (presiding). The committee will come to 
Is at order. 
Mr. Putnam, will you continue your questions ? 
, In- Mr. Purnam. Thank you, Mr. Chairman. 
at it Mr. Kehoe? 
Mr. Krenor. May I continue? 
said Mr. Purnam. Yes, Mr. Kehoe. What was the question, just to 
n on clarify the record ? 
bid Mr. Kenor. I do not know of any question, but I was making a 
; re- statement that the IFB had been canceled, a new IF'B issued, which 
will open on the 15th day of April 1960. 
is to All bidders on the original IF B have been notified of the cancella- 


tion. Waltham was not because not being a bidder we felt that there 
was no obligation to notify them. 

that Mr. Purnam. Mr. Kehoe, when did your office notify the Air Force 
in Washington that the bids had all been rejected ? 
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Mr. Kenor. Approximately February 19; I am pretty sure there 
was a letter, February 19. 

Mr. Purnam. Before we get to the invitation for bids, would 
Colonel Treacy tell me who actually drafted the March 9 letter signed 
by Colonel Sparks? 

Colonel Treacy. I do not know. I will consult with Colonel 
Kennedy. 

Colonel Kennepy. Well, the basic letter was drafted by Mr. Han- 
sen in my office, who is a project officer, and it was subject to revisions 
and rewrite, and placed in its final form. 

We prepare a proposed or suggested reply. Then it is put in fina] 
form at the Air Force legislative liaison level after all coordination 
has been obtained, and then it is transmitted to the Senator involved. 

Mr. Purnam. Was the information that Mr. Kehoe apparent 
supplied in mid-February to the effect that the bids had been rejected, 
available to you in Washington before March 9? 

Colonel Kennepy. Yes, sir; it was. We knew about this on the 19th 
of February. 

Mr. Purnam. You did not include any mention of it in the letter 
of March 9? 

Colonel Kennepy. This is correct, sir. Our attention to the answer 
referring here to the March 9 letter, in response to Senator Salton- 
stall’s letter, concerned itself with the issues of the availability of the 
drawings, and asked that another investigation be made in that area, 
and it was within this area that we were addressing ourselves as the 
real problem of interest to the Senator. 

Mr. Purnam. Well, we are interested now in the question of draw- 
ings, and that was the original purpose for bringing this case to public 
attention here. The committee has heard several instances of where 
small business is unable to compete because they are not supplied with 
drawings which are essential to an intelligent bid, and that is the 
reason we have here today Mrs. Duc«ro and Mr. Kehoe. 

First, Mr. Kehoe, please explain how an invitation to bid is prepared 
at Dayton, and how and why and when the drawing citation is 
included. 

Mr. Kenor. Yes. 

Mr. Putnam. In this particular IFB, who determined that a 
Motorola drawing or a Lavoie drawing were essential ? 

Mr. Kenor. Mrs. Duckro. 

Mrs. Duckro. Our information on these purchase requests is coor- 
dinated by the Identification Data Branch in the Logistics Support 
Management Group at the depot. 

Mr. Purnam. Mrs. Duckro, who prepares the original form for the 
IFB which makes certain crosses at certain paragraphs in the printed 
form ? 

Mrs. Ducxro. I do, sir. 

Mr. Putnam. You are the one who put a cross beside item 30, whicn 
says “No drawings, plans, and/or specifications are available” ? 

Mrs. Ducxro. This is true, sir. 

Mr. Purnam. So that when the IFB went out you knew that at 
Dayton there were no drawings available for potential bidders? 

Mrs. Ducxro. This is true, sir. I had looked by means of a normal 
research for drawings. 
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Mr. Purnam. Are you aware that one of the letters from the Penta- 
gon in Washington said that the Waltham Electronics Corp. trouble 
was they did not request drawings from Dayton? Have you seen 
those letters ? 

Mrs. Duckro. Iamsorry. Would you repeat that? 

Mr. Putnam. Are you aware that in the letters which came to 
Senator Saltonstall from the Air Force in Washington, it said that if 
Waltham had asked for drawings from the Air Force in Dayton 
there would have been no problem here? Have you seen those letters ¢ 

Mrs. Ducxro. Yes, I have seen them. 

Mr. Putnam. Isn’t it reasonable that Waltham would not request 
them from the Air Force in Dayton when the IFB says that no draw- 
ings are available there 4 

Mrs. Duckro. It is reasonable. 

Mr. Purnam. What would have happened had Waltham told Day- 
ton that they could not get drawings? 

Mrs. Duckro. I could have attempted to go to Motorola and asked 
them to supply these drawings to the manufacturers or give them 
sufficient information that they might bid on an alternate item. 

Mr. Purnam. Did you have to do that for any other bidder? 

Mrs. Duckro. No, sir. 

Mr. Purnam. No request came to you for that ? 

Mrs. Duckro. No, sir. 

Mr. Putnam. Have you had this problem before where bidders 
were unable to secure drawings that are specified ? 

Mrs. Duckro. We have received quite a bit of competition on this 
type of an item. We have found, through experience, that many of 
these manufacturers already hold copies of the manufacturer’s draw- 
ings covering these replacement parts. 

Mr. Purnam. Is this particular item a proprietary item, Mr. 
Kehoe? You may be able to answer. 

Mr. Krnor. It is not proprietary. There might be some design 
patents; but then it becomes a matter of the packaging technique, so 
that many different contractors in their manufacturing package, 
package certain techniques differently, so that proprietary, no. I 
mean it could not have been proprietary. 

Mr. Putnam. When you sent this out with the drawing numbers 
specified, one Lavoie drawing and one a Motorola drawing, did you 
think anybody beside those two companies could bid? 

Mr. Kenor. Yes, sir, because we have experience in the last fiscal 
year where we evaluated 14,272 alternate proposals against this type 
of procurement, and we feel that it is a method wherein we can excite 
a market to bid, where we can send out to show the bidders, small 
business, large business, and different companies or different corporate 
entities, that there is a market for certain products, and to excite them 
so that they themselves show their own ingenuity and come in and try 
to get sufficient data so that they can bid. 

Mr. Purnam. How are they going to do that, Mr. Kehoe, unless you 
can secure a drawing from either Lavoie or Motorola? 

Mr. Kenor. We have set up at Dayton Air Force Depot a sample 
program which has been complimented by three honorable Members 
of the Congress; also we have sufficient letters which have been sup- 
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plied to us or which have been given to us by small businesses com- 
menting upon the program. 

Mr. Purnam. Mr. Kehoe, I think it would be more helpful if we 
stick to the questions and answers now. 

How is the small bidder in this particular IFB going to bid unless 
he can get a drawing from Lavoie or Motorola ? 

Mr. Kenor. Well, that is probably the only way he can do it. 

Mr. Purnam. Now, wait a minute, did you expect when you let the 
IFB out he would be able to get such a drawing? 

Mr. Kenor. Yes, we did. 

Mr. Purnam. Did you have any reason to believe that? 

Mr. Krnor. Only on the basis of our past experience where we had 
had a number of alternate bids, previous alternate bids. 

Mr. Purnam. Are you aware in this case that Waltham wired Moto- 
rola desperately on three occasions and finally got a flat refusal ? 

Mr. Kenor. Personally, no, sir. 

Mr. Purnam. Was your expectation then that Motorola would sup- 
ply the drawing? 

Mr. Kenor. Generally, yes. 

Mr. Putnam. What—was the drawing Air Force property or Mo- 
torola property ? 

Mr. Kenor. That I cannot answer, sir. 

Mr. Purnam. How are you going to handle the drawing problem 
when you go out for bids again ? 

Mr. Krnor. In the future, in all probability, we will try to give the 
basic requirements of the item and then refer to different—to the con- 
tractor previously making it for the Air Force. We will make every 
attempt to have a sample available; also we look forward to this 
microfilming technique that has been developed. 

Mr. Purnam. Before we get to that, I had in mind what you were 
going to do on this particular item. 

Mr. Kenor. Oh, on this particular item we do have sufficient data, 
We have a Motorola drawing which has been fully approved by the 
engineering and technician staff, and which has been reduced to the 
minimum requirements, technical requirements, of the Air Force. 

Mr. Purnam. So when you go out again this month each bidder will 
be able to get a drawing ? 

Mr. Krnor. That is true, sir. 

Mr. Putnam. I would be glad to have you explain any suggestions 
you may have to assist this problem in the future, and I think that 
includes your microfilming idea. 

Mr. Krnor. We have, as I said, we have the sample idea when we 

o out there with an IFB, and we get a sample of every item on the 
IFB, and display it; then notify all the recipients of the IFB that a 
sample is available for inspection. Also at the depot there is a tech 
nical man who can explain to any potential bidders the technical as- 
pects of the item. We also look forward to this new, what is known 
as the medal program where we have the mic rofilming of these items. 

Under this program if we do not have the drawing within Dayton 
Air Force Depot, and it is property which we are responsible to pro- 
eure, we will have a card which will tell us where this drawing is 


available. 





a SH Pe PP 


Ss =rMzp 





m- 


less 


the 


had 


oto- 
sup- 
Mo- 


plem 


> the 
con- 
very 
this 


were 


data, 
y the 
o the 


> will 


stions 
- that 


on we 
n the 
hat a 
tech: 
al as- 
nown 
items. 
ayton 
) pro- 
ing is 





GOVERNMENT PROCUREMENT—1960 131 


Mr. Putnam. Wouldn’t it be good practice in the future for the Air 
Force to be able to supply any drawing which it specified 4 

Mr. Kenor. That is the ultimate aim, sir. , 

Mr. Putnam. It seems to us unfair to expect a competing company 
to supply a drawing to another company that is a competing bidder. 
It would be much more practical, I think if the Air Force would ar- 
range tosupply a drawing where a drawing is necessary. 

Mr. Kenor. That is true, sir. 

Mr. Purnam. Those are all the questions, Mr. Chairman. Thank 

ou. 

Senator SatronsTaLu. May I thank the witnesses who have come 
on here to testify. We are all interested in making Air Force procure- 
ment as eflicient and economical as we possibly can. 

At the same time, we are mighty interested to have small business 
compete and get as much competition as we can for these procure- 
ments. 

In this instance, as I have watched the record, and as I have con- 
sulted with Mr. Putnam on this case, this is a small company, it was 
a small contract, but they were unable to get the data on which to bid, 
and I was unable to get responsive answers to my inquiries and in my 
effort to help them. So I hope that this hearing has been helpful to 
you, ladies and gentlemen, in the procurement of the Air Force, and 
I hope from the small business point of view that you will be able to 
make the data more quickly available so that everybody that wants to 
compete can compete, and get categorical answers to their inquiries, 
either yes or no, and certainly to be notified if all the bids have been 
rejected. 

Now, I only hope that this company—and I do not know whether it 
will or will not bid again—that it will have an opportunity to receive 
the specifications so that it can bid, and from what I have listened to, 
you have given that assurance this morning. 

Mr. Kenor. Yes, sir. 

Senator SAttonsTaLu. I thank you, ladies and gentlemen, for com- 
ing on here and I thank the Air Force. 

Recntor Bible has requested me to say that the hearings are now 
recessed until 2:15 thisafternoon. Thank you. 

(Whereupon, at 11:45 a.m., the subcommittee recessed to recon- 
vene at 2:15 p.m. of the same day.) 


AFTERNOON SESSION 


Senator Ranpotru. Good afternoon, ladies and gentlemen. The 
Subcommittee on Government Procurement will continue its public 
hearings on the subject of negotiated defense contracts, and the Chair 
would like now to request Jack W. Askins, the Small Business Adviser 
for the Army, to present for testimony before the subcommittee the 
next witness. 

Mr. Asxrins. Mr. Chairman, my name is Jack Askins. I am the 
Small Business Adviser to the Assistant Secretary of the Army for 
Logistics. 

With me, representing the Assistant Secretary of the Army for 
Logistics and the Deputy Chief of Staff for Logistics, are Mr. Emanuel 
Kintisch and Mrs. Marcia Colbert. 
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Serving in the capacity of adviser to the Secretary of the Army, 
I will monitor the presentation before this committee at this time. 

In response to the Chairman’s letters to the Assistant Secretary 
of the Army for Logistics, the Department of the Army’s Ordnance 
Missile Command, Redstone Arsenal, Ala., and the Signal Corps 
Supply Agency, Philadelphia, are prepared to appear before this 
committee today. 

With the committee’s permission, I would like at this time, in keep- 
ing with the committee chairman’s letter, to recognize Brig. Gen. G. a 
Carlson, Assistant Chief of Ordnance, Head of Industrial Division, 
representing the Chief of Ordnance, General Hinrichs. 

At the same time, we have Maj. Gen. H. O. Scofield, Chief of the 
Procurement and Distribution Division, Office of Chief Signal Officer, 
representing the Chief Signal Officer. 

General Carlson has with him Mr. H. M. Evans, Small Business 
Adviser to the Chief of Ordnance and to the Chief of the Industrial 
Division ; and Mr. J. P. Jaquette is here representing the Chief Signal 
Officer as Small Business Adviser. 

Next I would like to present Brig. Gen. John A. Barclay, Deputy 
Commanding General, Army Ordnance Missile Command, Redstone 
Arsenal. 

For the purpose of a full and clear understanding between the 
Army and the members of this committee, we ask your permission 
for General Barclay to make his presentation before introducing the 
group of witnesses, as requested in the Chairman’s basic letter. 

General Barclay. 

Senator Ranpotru. Without objection, Brigadier General Barclay 
will proceed in the manner that you have suggested. The subcommit- 
tee is delighted to have your statement at this time. 


STATEMENT OF BRIG. GEN. JOHN A. BARCLAY, DEPUTY COMMAND- 
ING GENERAL, U.S. ARMY ORDNANCE MISSILE COMMAND, RED- 
STONE ARSENAL, HUNTSVILLE, ALA.; ACCOMPANIED BY LT. COL. 
ROBERT L. CROSSMAN, CHIEF, SPECIAL PROCUREMENTS BRANCH, 
INDUSTRIAL DIVISION, ARGMA; P. K. SCHAEPPI, CHIEF, TECH- 
NICAL STAFF, INDUSTRIAL DIVISION, ARGMA; JEFF D. DARWIN, 
SMALL BUSINESS SPECIALIST, AOMC; COL. J. E. JOHNSTON, COM- 
MANDING OFFICER, DETROIT ORDNANCE DISTRICT; AND HENRY 
C. LASKIN, PRINCIPAL CONTRACTING OFFICER, NEW YORK 
ORDNANCE DISTRICT ** 


General Barciay. Thank you, sir. 
Mr. Chairman and members of the committee, I appreciate this 
opportunity to report to you the policies, directives, regulations, and 


4a See p, 150 for complete list of personnel accompanying General Barclay. 
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procedures which the Army Ordnance Missile Command uses in its 
day-to-day procurement operations. (See app. I, p. 408.) 

You are aware of the fact that Army missile program takes the 
largest share of the ordnance procurement dollar and the Missile 
Command is that agency which handles all Army missile system pro- 
curement. Because of this we can readily understand your concern 
over the policies that we use locally so that the best interests of the 
Government are assured in the procurement cycle. 

In 1958, the Chief of Ordnance, General Hinrichs, and General 
Shinkle, who represented the Army Ordnance Missile Command, made 
a presentation to you which included among other things the role of 
the small business specialist throughout the Army Ordnance struc- 
ture. They also presented the Army Ordnance Missile Command 
organization. 

There will be no duplication of that data. Today I shall brief you 
on the application of these policies, and, in some cases, I shall use 
examples to better explain. 

The Congress has expressed its concern about the amount of com- 
petition in Government procurement. All elements of the Army Ord- 
nance Missile Command have augmented their programs which are 
designed to increase competition in missile procurement. I hope that 
the results obtained, planned, and predicted, which I shall present, 
will serve to illustrate the fact that the practices of the Army Ord- 
nance Missile Command are in consonance with the desires of this 
committee. 

You have been concerned over the amount of competition in missile 
system prime contracting and the exploitation of all available re- 
sources in weapon system contractor selection. 

We have a long-established policy at the missile command which 
insures that both competition and the utilization of the national tech- 
nical resources are considered for each prime contractor selection. 

The Army Ordnance Missile Command presentation in fiscal year 
1958 covered the general concepts employed. I shall describe the 
mechanics utilized to select a system contractor. 

The recent selection of Convair division, General Dynamics Corp., 
as prime contractor for the Mauler program, is a good example. The 
Mauler is a tracked vehicle-mounted missile system for air defense 
of troops in the forward area of the field army. It will defend against 
low flying, high-speed aircraft, short-range missiles, reconnaisance 
drones, and helicopters. Mauler has the mobility to keep pace with 
an attacking army and is sufficiently compact to be employed in an 
airborne assault. 

Here is a chart depicting phase 1 of the weapon system contractor 
selection. 

(Chart I referred to follows :) 
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This phase leads up to the point where one or more contractors are 
awarded feasibility study contracts on the weapon system. Require- 
ments generate from Army general staff levels. They are then passed 
on to the Office of the Chief of Ordnance where programing is initi- 
ated and the technical requirements are forwarded to the Army 
Ordnance Missile Command. 

Senator Ranpoten. General Barclay, will you temporarily cease 
our statement ¢ 

The subcommittee would like to accommodate as many people as 
possible to see any and all charts which are presented. I realize that 
I am just one member of a subcommittee and there are, perhaps, 150 
persons here who might like to see this chart. I, therefore, can see 
the chart with an angle a little differently than we now have it. 

Would someone see if we can accommodate the people who are in this 
room, as well as one member of the subcommittee? I think I can 
see it there. Will it work from that point? 

General, if you will proceed. 

General Barciay. Requirements for a missile system generate from 
Army general staff levels. ‘They are then passed on to the Office of 
the Chief of Ordnance where programing 1s initiated and the tech- 
nical requirements are forwarded to the Army Ordnance Missile 
Command. In the case of Mauler, requirements were assigned to 
the commodity manager at Army Rocket and Guided Missile Agency, 
and then to the Research and Development Division of that agency, 
ARGMA. 

An invitation was extended to industry through the 11 U.S, Army 
Ordnance districts to attend a briefing at the Army Ordnance Missile 
Command on February 3, 1958, which would lead to an opportunity 
for each interested contractor to submit a proposal covering a feasi- 
bility study on the Mauler missile system. One hundred and two 
contractors responded to the invitation and were given the military 
and technical data on which to base a proposal on the technical ap- 
proach each would use to develop a weapon system that would meet 
the requirements; 31 of the 102 contractors submitted proposals. 
Simultaneously with the invitation to industry to participate, an 
evaluation committee was established whose members were comprised 
of both Federal service employees and scientific personnel from 
educational institutions. 

Senator Ranpotpu. General Barclay, you have said that 31 of the 
102 had submitted proposals. Based on your experience, was that a 
large, medium, or small percentage ? 

General Barciay. I consider that a broader participation than we 
have had in the past. 

Senator Ranpoten. All right, sir. 

General Barctay. The Mauler evaluation committee found that 16 
contractors had a technical approach which appeared to be feasible 
and economical, but each required further detailed study in order 
to select the best technical approaches. The committee further re- 
fined the selection, and the total number of contractors recommended 
was reduced to four. 

The Chief of the ARGMA Research and Development Division, 
after staff review, and proper approval, requested the Chief of the 
Industrial Division to proceed with contracts with each of the four 
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for a feasibility study. The technical requirements were assembled 
into a procurement package and transferred to appropriate ordnance 
districts for negotiation of contracts. 

Phase II of the prime contractor selection process begins when the 
selected contractors submit their feasibility studies to the ordnance 
districts and through the Industrial Division to the Research and 
Development Division as shown on this chart, the left-hand side. 

(See chart IT, p. 136.) 

At this time, in addition to the Technical Evaluation Committee, 
which is now reduced in size, a Committee on Operations and Effec- 
tiveness is established; also, a Committee on Facilities. 

The Technical Evaluation Committee evaluates the proposed system 
in the areas of aerodynamics, launching and handling, warhead, fuzes, 
and the technical feasibility of the system asa whole. The Committee 
on Operations and Effectiveness evaluates the overall effectiveness of 
the proposed system in relation to weapon system requirements. 

The Facilities Committee evaluates such things as: 

(a) The bidder’s past experience in development and production, 
in areas applicable to guided missile systems. 

(6) Corporate management, including top level interest in the 
program and the ability of the corporate organization to handle the 
program. 

(c) We also consider the quantity, quality, and timely availability 
of technical personnel in such areas as development, production, engi- 
neering, drawing, and other documentation, quality assurance, test- 
ing and evaluation, and repair parts. 

(d) Past performance on completing similar programs within the 
cost estimates and delivery schedules. 

(e) Possible interference with other high priority programs. 

(f) Physical facilties are evaluated on: 

(1) Availability of plant space for the program. 

(2) Availability of research and development and production 
equipment. 

(3) Availability of this equipment for the life of the program. 

(4) Whether the equipment is privately or Government owned. 

(5) Any mobilization assignment the company may have. 

(6) Need for Government financial assistance. 

(7) Geographical suitability of the company. 

(h) Cost of the program. 

The recommendations of the three committees are then presented 
to the ARGMA System Selection Board, which is chaired by the 
Commander of the Army Rocket and Guided Missile Agency. In- 
cluded in the recommendations to the Selection Board are recom- 
mendations on the “make or buy” decision for the major components 
of the system. 

The Selection Board then makes a final recommendation to the Com- 
manding General of the Army Ordnance Missile Command, and, if 
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approved, the recommendation is forwarded as depicted on the right- 
hand side of the chart. 

After final approval, a contract is then negotiated by the appro- 
priate ordnance district. 

As an example of the competence of the personnel who participate 
in these evaluations—in the case of Mauler—evaluation was conducted 
by scientific personnel from Massachusetts Institute of Technology, 
Johns Hopkins University, Columbia University, Northwestern 
University, University of Illinois, University of Pennsylvania, Poly- 
technic Institute of Brooklyn, University of Florida, Univ ersity of 
Michigan, University of Wisconsin, California Institute of Tech- 
nology, Cornell University, Diamond Ordnance Fuze Laboratories, 
the Ballistic Research Laboratories and the Human Engineering 
Laboratories at Aberdeen Proving Grounds, Pictatinny Arsenal, the 
Advanced Research Projects Agency ; and the U.S. Continental Army 
Command. 

All during the evaluation process covered by phase I and phase II, 
elements of higher authority are kept apprised of our progress 
through periodic written and verbal reports. 

Contrary to general opinion, the “prime contractor” selection for 
Army missile system procurement is a highly competitive affair. But 
once the prime contractor is selected, it 1s uneconomical from a tech- 
nical, administrative, and cost viewpoint to introduce further competi- 
tion on the overall weapon system. However, continuous review is 
made of the contract structure, and if changes are deemed advisable, 
approval is requested from higher headquarters. 

As indicated by the response of 102 contractors to the invitation 
to participate on the Mauler system, advance advertisement through 
the 11 Army ordnance districts of a proposed weapon system is a 
most effective means of obtaining competition and developing new 
sources. 

Another approach is the qualitative development requirements in- 
formation program (QDRI). This is a program for informing i In- 
dustry of the Army’s future equipment requirements. This 1s an 
effective means of broadening contractor participation. The QDRI 
program is being implemented by the Army Ordnance Missile Com- 
mand to foster additional competition, efficiency, and Government 
savings in the guided missile field. 

Senator Ranpotex. General, I am reluctant to interrupt your state- 
ment. Off the record. 

(Off the record discussion.) 

Senator Ranpoirex. Proceed. 

General Barciay. The procedure is somewhat involved because 
of Government security requirements and industry proprietary rights. 
I have a chart outlining the procedure which I shall submit for the 


record. 
(Chart III referred to follows :) 
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QDRI helps industry to channel their development efforts along a 
line which will be advantageous to them in quoting on missile system 
development contracts. 

This program is in its infancy, but as an example of the effectiveness 
of QDRI, at the Army Rocket and Guided Missile Agency, a total of 
594 firms have qualified under the program and of the total, 247 firms 
are small business. 

As a specific example of QDRI in action, late last summer we re- 
leased a definition of the “division general support missile system” to 
140 qualified participants. Sixty-nine of these indicated interest and 
presented a proposal on the entire system or some of the subsystems, 
The Missile Command expects the final evaluation of these proposals 
by April 15. 

We have long shared the concern of this committee over the large 
proportions of dollars concentrated with a few contractors. 

To modify this we established a “breakout” program. “Breakout” 
is the procurement of missile system components or parts from any 
source other than the prime contractor. 

The end objective is maximum competition. Each of the missile 
systems being produced now has a “breakout” plan initiated as earl 
in the program as it is practical to do so. This committee has previ- 
ously been furnished data that elaborates on the details of this. (See 
app. I, p. 408.) 

As examples of the progress made, I shall show a series of charts 
covering this subject. 

General Barciay. The chart shown here is the original procure- 
ment concept for Nike-Ajax. The items in the circle were those 
placed with the prime contractor. ‘Those outside the circle are com- 
ponents procured from others. 

(Chart IV follows:) 
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General Barctay. Chart V shows Nike-Hercules in the same 
manner. 

On this chart of the Sergeant missile system, note the components 
outside the circle, or excluded from the produ ction of the Sperry Corp. 
under the prime contract. For this chart, chart VI, you will see that 
the plan is to “breakout” the greater portion of the missile system 
for direct procurement by the Army Ordnance Corps or other Gov- 
ernment agencies. 


(Chart VI follows :) 
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The Missile Command is already planning “breakout” for the Nike- 
Zeus program. “Breakout” will be phased to occur as soon as it is 
technically possible to accomplish “breakout” without jeopardizing 
system reliability. When item identification and time phasing have 
been completed, a documentation schedule for these items will be 
established and given top priority in order that the earliest practical 
“breakout” date can be attained. 

“Breakout” which is planned after initiating the production of a 
missile system is more difficult to attain than where “breakout” is 

lanned at the initiation of production. 

The Nike-Zeus approach is the pattern on which all new missile 
systems are now being planned, including the Pershing system which 
is now in development. “Breakout” is a going operation at the Mis- 
sile Command and will continue to be so. 

In conjunction with “breakout” our program to obtain maximum 
competition in replenishment repair parts has shown good results. 

Chart VIT indicates the competition attained in guided missile re- 
plenishment spare parts procurement. Dollar value is on the left and 
line items are shown on the right. 

(Chart VII follows :) 
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You will note a decrease in the fiscal year 1960 procurement pro- 
gram for repair parts. , 

This is occasioned by a change in the computation of the basic load 
requirements of troop organizations, and production stretchout in 
some systems, 

These, plus a reduced stockage authorization for the high cost items 
Wheduled for procurement, contributed to the reduced program. 

This year we expect to reach a higher percentage of competitive 
procurement in both dollar value and line items than we did in fiscal 
year 1959. 

All the procurements represented by this chart are for guided mis- 
sile peculiar repair parts. Those items which are used in guided 
missiles but which had already been in the Government supply system 
prior to their application in a missile system, or items which better fit 
the logistic responsibility of other agencies, do not appear in this 
chart since the logistics responsibility for these does not lie with the 
Missile Command. For the most part these nonpeculiar items are pro- 
cured by competition. 

Senator SparkMAN. General Barclay, if you don’t mind, I should 
like to break in because there is a rollcall coming in just the very 
next few minutes, and I shall have to go to it. But I wanted to ask 
if it might be possible to have these charts, whether they have been 

rinted so that we might use them in our report? 

General Barcuay. Yes, sir; I have copies which I can leave with 
the committee for such use as you desire.*°° 

Senator SparkMAN. I think it would be very fine for us to have 
them because they give us a very fine picture that would be very difli- 
cult to get otherwise. 

General Barctay. Yes, sir; we will be happy to furnish them for 
you, sir. 

Senator Sparkman. Thank you, sir. 

General Barciay. In addition to the foregoing I have two addi- 
tional charts namely, chart VIII and chart IX. Chart VIII depicts 
the original prime concept of the Sergeant guided missile system, 
showing the motor loading to be the only item outside of the closed 


loop. 

Chart IX shows the “breakout” plan ultimately utilized beyond 
the Sperry system, but still within Sperry system responsibility. (See 
chart VI, p. 144, which is identical to chart IX. Chart IX not in- 


cluded in this record.) 
(Chart VITI referred to follows :) 





“> See eharts I through VIII, beginning p. 134. 
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General Barciay. Of particular concern to this committee are the 
subcontracting programs of our prime missile system contractors. 

Information furnished this committee by the Department of the 
Army indicates an increase in the dollar percentage of subcontracts 
to small business by guided missile prime contractors. 

Our Jupiter and Redstone missile systems are illustrative of how 
small business is utilized by our prime missile system contractors. 
From October 1, 1956, to June 1, 1959, Chrysler Corp. missile division 
purchased materials and services from 3,571 companies in 40 States 
and the District of Columbia in the amount of $278 million. 

Of this amount, $172 million or 62 percent was subcontracted to 
large business, and $106 million or 38 percent was subcontracted to 
small business. 

Of the 3,571 companies involved, 494 or 14 percent are classified as 
large business, and 3,007 or 86 percent are classified as small business. 

The major subcontractors, who are large business concerns, in turn 
subcontract to a great extent with small business. 

As an example, North American Aviation and Sperry Rand are 
subcontractors to Chrysler. Approximately 60 percent of the dollars 
subcontracted by North American Aviation and Sperry Rand went 
to small business. 

Of the fiscal year 1959 dollars subcontracted by other missile prime 
contractors, 60 percent went to large business and 40 percent to small 
business. 

Another program of interest to this committee is the Interservice 
Data Exchange Program, IDEP. 

This is a joint Army-Navy-Air Force program. IDEP is aimed 
at reducing duplicative testing of missile and space vehicle parts to 
qualify them for special environments expected to be encountered 
during flight. 

This program will facilitate competition in procurement of those 
parts which meet desired environmental conditions. 

The “make or buy” program specified in ASPR (Armed Services 
Procurement Regulation) 3-902 is being implemented by the Army 
Ordnance Missile Command in new development programs. 

The “make or buy” program requires a new contractor to submit 
for approval a written plan outlining those major components, assem- 
blies, subassemblies, and parts to be manufactured in his own facilities 
and those that he will obtain elsewhere by subcontract. 

We are confident that this program will further increase the per- 
centage of guided missile dollars subcontracted to small business. 

I feel that all these programs will assure a continuing increase in 
the overall percentage of dollars to small business. 

Last, I shall present our small business procedures, which are fol- 
lowed by the Small Business Office and procurement personnel 
throughout the Army Ordnance Missile Command. 

(a) The AOMC (Army Ordnance Missile Command) Small Busi- 
ness Office reviews each missile system program as it is planned each 
year. 

(6) Day by day, at the initial stage of all proposed procurement 
actions, including research and development, the AOMC Small Busi- 
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ness Office makes recommendations to the contracting officer as to 
small business participation. 

(c) The Small Business Administration representative is notified 
and given the opportunity to screen all proposed actions, including 
research and development, over $10,000 for the purpose of jointly 
determining whether the procurement is suitable for a small business 
set-aside either at 100 percent or as a partial set-aside. 

For the fiscal year 1959, the Small Business Administration repre- 
sentative, and our procurement personnel, jointly made 731 separate 
set-aside actions, in the approximate amount of $11 million. 

The command relationship with the Small Business Administration 
representative at Huntsville has given excellent results. Our accom- 
plishments together have been such that it was only necessary to 
refer 10 cases to SBA for possible issuance of certificates of compe- 
tency. Only one was issued. 

(d) The small business specialist of the Army Ordnance Missile 
Command is a member of the Purchase Assignment Board, and he is 
also a member of the Board of Awards. The Purchase Assignment 
Board acts in an advisory capacity by reviewing and making recom- 
mendations to contracting officers or procurement officials prior to so- 
licitation of bids or proposals. The Board of Awards acts in an ad- 
visory capacity by reviewing and making recommendations on pro- 
curement actions, prior to contract placement. 

Gentlemen, this concludes my presentation on the programs, poli- 
cies and procedures of the U.S. Army Ordnance Missile Command to 
accomplish the procurement of missile systems with the greatest de- 
gree of competition compatible with our mission responsibility. (See 
appendix I, p. 408. 

| shall be pleased to try to answer any questions that you may have. 
In addition I have with me today, people who are specialists in their 
fields and are actively engaged in the programs I have outlined. 

I would like to introduce these people to you, and they will be avail- 
able to answer your questions. 

Col. J. S. Jefferds, Assistant Chief of Staff, Industrial Operations, 
AOMC. 

Mr. Jeff D. Darwin, small business specialist, who heads the Small 
Business Office at the Army Ordnance Missile Command. 

Mr. Paul Schaeppi, ARGMA, Chief of the Technical Staff in the 
Industrial Division. 

Lt. Col. Robert L. Crossman, ARGMA,* Chief, Special, Procure- 
ments Branch, Industrial Division. 

Mr. Jacob Zarovsky, ARGMA, Chief, Systems Operations Section, 
Research and Development Division. 

John A, Muller, Chief of Procurement Branch, Industrial Division, 
ABMA. 

Col. J. E. Johnston, commanding officer and contracting officer, 
Detroit Ordnance District. ; 

Douglas B. Munro, Supervisory Administrative Officer, Detroit 
Ordnance District; Col. E. G. Jepson, commanding officer and con- 
tracting officer, New York Ordnance District. 


#1 Army Rocket and Guided Missile Agency. 
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Henry C. Laskin, principal contracting officer, New York Ordnance 
District. 

Col. Joseph Duncan, commanding officer and chief contracting of- 
ficer, Philadelphia Or dnane e Distric *t. 

Ben Goldm: im, supervisory contract specialist, negotiator and ad- 
ministrator, Philadelphia Ordnance District. 

Senator SPARKMAN. Thank you very much, General Barclay. We 
are delighted to have you and the gr oup that are with you. 

[ will ask Mr. MeIn: arnay to ask quest ions at this time. 

Mr. McInarnay. General Barclay, did you cover in your state- 
ment the total dollars awarded by the—which command is it now we 
are talking to from Redstone Arsenal, represented by his group here, 
is this the entire—— 

General Barctay. This is the entire Army Ordnance Missile Com- 
mand, which includes both the Army Ballistic Missile Agency and the 
Army Rocket and Guided Missile Agency, the two development agen- 
cies of the Missile Command. 

Mr. Mcinarnay. Did you cover the total amount of dollars that 
the AOMC awarded during fiscal 1959 ? 

General Barciay. Yes. The information that I gave you covered 
the total operations of the command. 

Mr. McInarnay. May I have that figure again? Was it $700 mil- 
lion 

Mr. Darwin. The total amount awarded in the missile program from 
AOMC or through AOMC was $1,318,819,000. 

Mr. McINarnay. Of that amount how much was formally ad- 
vertised ? 

Mr. Darwin. I can give you the amount of sole source procurement 
in the last year, but for the total amount of the year that was formally 
advertised, I do not have it at present, but I can furnish that. 

Mr. McLnarnay. Do you have the amount that was formally ad- 
vertised during the last quarter, fiscal year 1959 ? 

General Barciay. I do not have that information, but we can fur- 
nish it to the Siemens 

Mr. McINarnay. Can you furnish that for the record ? 

General Barciay. The chart I showed included only the replenish- 
ment of spare parts for our missile systems, sir. (See chart VII, 
p. 146.) 

Mr. McInarnay. What was that dollar figure, Mr. Darwin, that was 
awarded on a sole source basis during the final quarter of the fiscal year 
1959 ¢ 

Mr. Darwin. $494 million. 

Mr. McInarnay. Is that about an average quarter for sole source 
purchases ? 

Mr. Scrarrrt.** That is not. The last quarter, of course, you have 
more procurement than the earlier quarters, because you start in the 
second and third quarters. 

Mr. McINarnay. In other words, you had more sole source pur- 
chases in the final quarter than you would 

Mr. Scrarprt. You would have more awards in the last quarter than 
you would in the other quarters. 








“Paul Schaeppi, Chief of Technical Staff, ARGMA. 
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Mr. McInarnay. How much—how about your sole source purchases, 
do they run considerably higher or just proportionately higher ¢ 

Mr. Scuarprr. The percentage is the same in all; I w ould assume 
that to be the same. 

Mr. McInarnay. I see. 

During fiscal year 1959 General Barclay said that Mr. Darwin set 
aside or was responsible for having set aside 731 actions amounting 
to $11 million. 

General Bascnay. Yes, sir; that is correct. 

Mr. McoInarnay. What was the total number of actions that the 
AOMC awarded during that fiscal year? 

Mr. Darwin. The 731 actions would have been awarded unless 
there was a cancellation for some reason or another. But we will 
assume that the 731 eventually turned into a contract. 

Mr. McInarnay. On what basis do you make the determination to 
set something aside, Mr. Darwin; is it partly based on the fact that, 
perhaps, small firms were the successful contractors in the last go- 
around ¢ 

Mr. Darwin. Not necessarily. The set-aside program that we use 
at the missile command is a joint set-aside program with the Small 
Business Administration and the procurement personnel. They 
screen the procurement to see if the item is suitable to be produced 
by small business, not just necessarily that he has made the item 
before. 

Mr. McInarnay. Is there an SBA representative at the arsenal 
there ? 

Mr. Darwin. Yes, sir; Mr. Victor Joyce. 

Mr. McInarnay. So that all of your set-aside actions are joint 
determinations? 

Mr. Darwin. Yes, sir. 

Mr. McInarnay. Did you have the number of actions to which we 
van refer, the 731 figure? Does it run into the thousands or 

Mr. Darwin. Do you mean how many contracts were awarded from 
the 731 actions? 

Mr. McInarnay. No, I mean the total number of actions awarded 
by the Army Ordnance Missile Command, roughly. I mean is it 
1,000 or 10,000 ? 

Mr. Darwin. Mr. McInarnay, I do not have that figure, but I would 
be glad to get that figure for you. 

Mr. McInarnay. Would you furnish it for the record / 

Mr. Darwin. Yes, sir.” 

Mr. McInarnay. General Barclay, you spoke of the make-or-buy 
schedule that must be furnished by the contractor under the new pro- 
gram, is that correct? 

General Barcray. That is correct; yes. 

Mr. McInarnay. At what point must he furnish this schedule? 

General Barciay. This is required prior to the initiation of the 
actual work on the contract, so that we may review his system and 
plan for implementation of the contract prior to his beginning work. 

Mr. McInarnay. It is after the award, then? 





“Information subsequently supplied follows: 751.) set-asides out of 54,884 actions, 
at an estimated dollar value of $11 million. 
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General Barciay. I believe it is; yes. Or is it prior to award é 
Do you happen to know, Colonel Crossman ? 

Colonel CrossMAN.** Prior to award, I am sure. 

Mr. Scrarper. Can I answer that one? 

Mr. McInarnay. Yes. 

Mr. Scuarprr. When we have a feasibility study, we go over his 
plan, his subcontracting structure. At this time, informally , we m: ike 
decisions as to what subcontracting will be done and what he will 
do “in-house. * When we are going over this particular factor, there 
is no production contract as yet. 

Mr. McInarnay. When the original make-or-buy schedule is fur- 
nished to the Army, probably many times a contractor does not know 
all the items that he is going to subcontract or those that he is going 
to make “in-house.” 

What provision do the contracts have for giving you the opportunit y 
to review any subsequent decisions or any changes that he might 
make ¢ 

General Barciay. Colonel Johnston, who is one of our contracting 
officers, can respond to that. 

Mr. McInarnay. Yes, sir. 

Colonel Jounston.*® Prior to making the award the contractor sub- 
mits his proposal, and he does outline the major subcontractors. He 
knows pretty well in advance many of the major subcontractors. 

Most of the major missile contracts are cost-plus fixed fee contracts, 
and each subcontract in excess of *2 5,000 must be approved by the 
contracting officer. So we do have a say after the award of the con- 
tract as to not only the amount of the ‘subcontrac t, but to some extent 
where it is placed. 

Mr. McINarnay. You are Colonel Johnston? 

Colonel Jounston. Yes. 

Mr. McInarnay. You are located in a district office, are you? 

Colonel Jounston. I command the Detroit Ordnance District. 

Mr. McInarnay. I see. 

Is there an operating contracting officer here, I mean, do you 
actually do the contracting / 

Colonel Jounsron. I am the chief contracting officer, and I have 
in addition 10 contracting officers in my organization. 

Mr. McInarnay. I see. 

Well, what regulations do you and your 10 contracting officers 
follow in your day -to-day procedures? TI know you have the Armed 
Services Procurement Regulations, and then you have the Army 
Procurement Procedures, the Ordnance Cor ps has its—Ordnance 
Procurement Instructions. 

Colonel Jounsron. Yes. 

Mr. McInarnay. And does the Army Ordnance Missile Command 
also have a set of regulations ? 

Colonel Jounston. Y es, they have regulations. 

Mr. McInarnay. Which ones do your people work from ? 

Colonel Jonnsron. Well, we work from them all: 





“Lt. Col. Robert L. Crossman, ARGMA, Chief, Special Procurement Branch. 


“Col. J. E. Johnston, Commanding Officer and Chief Contracting Officer, Detroit Ord- 
Dance District. 
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Mr. McInarnay. You work from them all? 

Colonel Jounston. Yes. You see, we receive awards from al] 
commands, not just the Ordnance Missile Command, and our basic 
documents are the ones you mentioned, the ASPR, the APP, — 
the Ordnance Procurement Instructions. But each command, 
addition, has specific instructions which they do issue to the dinttheae 

Mr. McInarnay. When you take all these together it is rather a 
bulky volume, is it not ? 

Colonel Jonnston. Yes, there : are several volumes. 

Mr. McInarnay. In your experience in dealing with these various 
books, does it lend itself to very much confusion? Are they 
consistent ? : 

Colonel Jounsron. I would say they are, yes. 

Mr. McInarnay. Are they duplicative of each other ? 

Colonel Jounsron. No, they implement one another. 

Mr. McInarnay. Do you think it is really necessary to have this 
many books of guidance? 

Colonel Jounsron. Yes, I do. 

Mr. McInarnay. Who has the primary responsibility in the con- 
tracting team here for assuring the adequacy of specifications and 
drawings ? 

General Barciay. That comes under our technical group. Mr, 
Schaeppi is representing that group. It is done by our Research 
and Development Division, by our engineers, and furnished to the 
district for issuance to the contractor. 

Mr. McInarnay. And, Mr. Schaeppi, your group also has the re- 
sponsibility for determining for the contracting officer whether speci- 
fications and drawings are available for competitive procurements; 
is that correct ? 

Mr. Scnarprt. Yes. 

Mr. McInarnay. I think when I was in Redstone last year, I saw 
the efforts being made to microfilm these specifications and drawings; 
is that correct ? 

Mr. Scuaerrt. That is correct. 

Mr. McInarnay. Well now, suppose your group, technical group, 
sees that there is a contract coming up that you do not have specifi- 

cations and drawings on; what procedure do you have your men run 
reenae’ to get those things available the next time around? 

Mr. Scuaeprr. Each procurement that we have goes through our 
engineering branch for review. The procurement is held up, if it is 
at all possible to obtain drawings and specs that will be adequate for 
competition, depending upon the particular requirement. 

We have just recently put into our contracts that each contractor 
must deliver to us within 7 days any drawing deliverable under the 
contract, which we do not have, and this is now being implemented 
at the moment; so that we would be sure of getting a drawi ing within 
7 days, and we would hold up proc urement for up to 7 days in all 
cases. 

Now, in special cases, we would hold it up longer if we had the time, 
If the ‘drawing i is not in existence, then a demand is placed on the 
contractor to generate that drawing, and if we still have time—— 
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Mr. McInarnay. What do you have in your files to show whether 
the data are in existence if they do not happen to be at your storage 
depot there where you keep your specs and drawings? a 

Mr. Scuaerri. The repository at Redstone has a complete listing of 
every drawing delivered to it. If it does not happen to be in the file 
for one reason or another, it could have been lost, and then we go back. 

We also get notification of changes that are in process. These 
changes then have to be checked back to the original drawing to see 
whether our drawing and the original drawing are exactly alike. 

Mr. McInarnay. When these drawings come in, you sign off for 
them; is that correct ; or someone does ? 

Mr. ScrArrrr. Yes. 

Mr. McINarnay. What do you understand that it means to the 
Government by your having signed off as in receipt of these drawings ¢ 

Mr. Scuarrrl. What does it mean to the Government? 

Mr. McInarnay. Insofar as the contractor’s liability for having 
delivered them to the Government ? 

Mr. Scuarprr. When we obtain these drawings we also get a deliv- 
ery slip with it which is what we call the DD-250. We sign this DD- 
950 and send it on to the contracting officer who then says that the 
contractor has delivered this set of drawings. 

Now, as to its technical adequacy for each detail on it, this is, of 
course, impossible for anyone to review and say that two pieces of 
hardware will mate unless he gets the two pieces and puts them 
together. 

Mr. McInarnay. Once you sign off, then the contractor is off the 
hook ? 

Mr. Scrarprrt. No, sir. 

Mr. McInarnay. He is not? 

Mr. Scrarprt. No, sir. Only when he delivers the set of drawings. 

Mr. McInarnay. If that is part of his contract and he delivers a 
set of drawings, and you sign off as having received them, suppose 
they turn out to be inadequate later on. 

Mr. ScuaArrrt. Latent defect. 

Mr. McInarnay. Pardon me? 

Mr. Scuarprt. Latent defect. 

Mr. McInarnay. And one of your lawyers will be calling on this 
contractor ¢ 

Mr. Scrarprr. Let me say that we have all of the drawings in; we 
have checked them somehow, and we find they are not adequate; we 
f° back to the contractor and tell him to make them adequate. The 
ig share of our contracts, of course, are cost-plus fixed fee, and the 
contractor is doing a conscientious job. 

General Barciay. May I point out that the drawings are in effect 
only a documentation representing pieces of equipment and hard- 
ware. A contractor is required to provide operable hardware items 
that will meet certain military specifications. ts addition to the hard- 


ware which he must make up as part of his contract, he furnishes 
these drawings in order that we may have them on record to show the 
engineering details and to utilize them for competitive procurement or 
for the production, as the case may be. 

Mr. McInarnay. All right. 
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Now you have a drawing that is inadequate, and you ship it back 
to the contractor with instructions to make it correct; is that true? 

Mr. Scuarrrt. That is correct. 

Mr. McInarnay. At nocost to the Government ? 

Mr. Scuarrri. At no fee to the Government. 

Mr. McInarnay. At no cost to the Government ? 

Mr. Scuarprt. At no fee to the Government; I am sorry, I assume 
that he will be paid for it. 

General Barciay. To answer you directly, a cost-plus-fixed-fee con- 
tract, the contractor’s engineering effort is a proper charge against the 
contract. 

Mr. McInarnay. Even to correct drawings which, in the first in- 
stance, were incorrect—were furnished to the Government with 
errors ¢ 

General Barciay. Colonel Johnston ? 

Colonel Jounsron. I think you are taking a hypothetical case here, 
and ordinarily when we accept delivery on a contract for drawings 
and sign off, as you say, we have accepted the item just like we would 
the hardware. 

Now, I think you would have to take a case-by-case basis to see 
whether or not if there were inadequate drawings, inadequate for 
what, for competitive bidding or for maintenance? What is the pur- 
pose of the drawings? You would have to, I think, take a specific 
case and see what the drawings are, the purpose of furnishing the 
drawings. 

Mr. McInarnay. When you give out an R. & D. contract, and it 
prescribes that the contractor must furnish drawings, it is understood 
they are in such a condition that you could use them for competitive 
procurement; is this not true? 

Colonel Jounsron. Yes, this is correct where we specify that he 
will comply with our Ordnance Manual 4+, I believe it is, the regu- 
lations that we have, and theoretically these should be capable of 
being used for competitive bid and manufacture by any reputable 
source. 

Mr. McInarnay. Normally, how would you find out whether the 
drawings were adequate subsequent to his delivery? Would it be 
that a contractor would raise the issue, having been furnished these 
drawings to perform from ¢ 

Colonel Jounsron. Ordinarily, when we have drawings delivered 
as part of the contracts, we refer that to the technical people at the 
command to see whether or not, in their opinion, the drawings are 
acceptable. Now until those drawings have been tested by manu- 
facturers, we don’t know. 

Mr. McInarnay. You, in the contracting branch, are working on 
the assumption that the technical branch is reviewing these drawings 
and specifications for adequacy; is that a correct statement of what 
you just said? 

Colonel Jounston. Yes, this is correct. 

Mr. McInarnay. Mr. Schaeppi, didn’t you tell me a few minutes 
ago that you do not do this; that it would be an impossible task? _ 

Mr. Scuarprt. It would be impossible to make sure that every di- 
mension on every drawing is correct. It would be an impossibility, 
unless you built the actual part. 
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Mr. McInarnay. So that if you can’t do this when the drawings 
are delivered, you could not do this when you pulled them out of the 
files to use them on subsequent procurement. 

Mr. Scuarrri. Now, you say—I say we could not. The contractor, 
in going over this when he made the part, put down the dimensions 
that he expected to build to. Now, when he does build it, he built it 
to these drawings. 

Mr. McInarnay. I want you to understand that I am not—I don’t 
have any case in mind, and I am not particularly referring to Redstone. 
It is just the operation of how this works that interests me. _ 

So that you don’t make any greater scrutiny of these specifications 
and drawings just before you are going to use them on a competitive 
procurement than you did when you first received them. he 

It is up to the contractor who was successful in the competitive 
procurement to raise the issue ; is that correct ? 

Mr. Scaarrrr. Generally speaking, yes. The drawings are good 
enough for him to decide what it will cost him to do this. I mean 
not to correct the drawings, but to make the part. 

Now, in actually building this, he finds that some of the actual di- 
mensions are perhaps not correct, so he comes in and asks for clarifi- 
cation, and we give him this. 

Mr. McInarnay. Suppose this was on a formally advertised bid, 
and the contractor had discovered there was an error in the drawings. 
Would you allow him a deviation or give him a change order? 

Mr. Scuarprr. We would issue a change order to the drawing and 
to the contract. 

Mr. McInarnay. And this would cost the Government money ? 

Mr. Scuaeprt. It might or might not. 

Mr. McInarnay. This has no effect whatsoever on the contractor 
who furnished the drawings ? 

Mr. Scuaerprt. It would not have; no, sir. 

Mr. McInarnay. I just wondered if it would not be possible to 
write in a provision into the contract, into the original contract, hold- 
ing the contractor who is to furnish these drawings responsible for a 
reasonable period of time to assure the adequacy of what he is giving 
you, because, as you say, it is an impossible task to check every dimen- 
sion and to be sure that these things are accurate. 

Mr. Scuaerrrt. Well, most missile systems have from 80,000 to 100,- 
000 drawings, plus specifications. For a contractor to take this burden 
would be a real, almost impossible, burden. 

Mr. McInarnay. Is this any more of a burden than furnishing a 
missile that will work ? 

Mr. Scwazprr. Well, I would say “Yes,” because the description of 
the item can, in his mind, be complete, and within his own factory 
would be producible—within his own factory—but within somebody 
else’s factory, it might not be. 

Mr. McInarnay. Because the man in the shop had not noted change 
orders and sent them up to the engineering branch to put on the 
drawings ? 

Mr. Scuarprt. No, sir; because of his internal practices. In other 
words, he has standard practices which he uses which give him an end 
result. Another factory might not. 
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General Barciay. Bear in mind we do have a check against the 
drawings; that the contractor, in manufacturing his equipment to 
these drawings, does verify its operability. And if the equipment 
works, it is matched, mated, and is compatible; that is a check against 
the drawings in themselves. 

But the minor errors that might appear in the drawings are very 
few, and to try to check those out would cost far more than the worth 
that we would get from such a verification of the drawings. 

Mr. McInarnay. Of course, I wasn’t suggesting that the Govern- 
ment try to check these things out. Rather, have some reasonable 
period of time in case another contractor raises an issue which you 
agree with, that the drawings were incorrect. 

Mr. Scuarprt. Well, when you say the word “incorrect,” I think 
you have to keep in mind that they are incorrect to the particular 
manufacturer who got them as a second source, so to speak. It is not 
incorrect as far as the original contractor is concerned. He can build 
from those drawings. 

Mr. McInarnay. Is this an art or ascience ? 

Mr. Scuarprt. I have nocomment. 

Mr. McInarnay. What is the rule, Colonel Crossman, at the Ord- 
nance Missile Command, or in the activity in which you work, as to 
advising bidders that IFB’s are going to be let shortly, or that you 
have a proposal coming up that you might be putting RFP’s out for? 

What is the rule under which your people work ? 

Colonel Crossman.*® We maintain in ARGMA what we call our 
master bidders’ list. There are in excess of 4,000 firms on this list. 
They are segregated not only by name, but by the commodity in which 
they are interested. 

At a time a request for proposal goes out to the contractors, which 
will go through the districts, if it is a negotiable procurement, a list 
of our sources that we are soliciting from the arsenal will go to each 
district. 

The districts, in turn, have bidders’ lists that they maintain of the 
contractors in their particular geographical areas. They pick up 
from there, and notify those bidders that a negotiated procurement is 
coming up at ARGMA for a particular requirement. This also holds 
true for our formal advertising. 

When we place a formal advertised bid on a board, it is circulated to 
all the districts. In addition, it is synopsized and, in addition, we have 
a display at an office at Redstone that any bids coming up are posted on 
this board, and any interested people can come in and take a look at 
what we have coming up. 

Mr. McInarnay. I think you are one step ahead of me in the 
process. I was talking about before your invitations or RFP’s were 
published. 

Colonel Crossman. This was pointed out in General Barclay’s pres- 
entation. If it is by a system, these 102 contractors that might be 
interested are solicited through the districts, and it is followed up 
from there, depending upon the procurement. 


shana Robert L. Crossman, Chief, Special Procurements Branch, Industrial Division, 
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Mr. Darwin. Mr. McInarnay, I believe the question that you asked 
was what about information prior to IF B’s. 

Mr. McInarnay. Or RFP’s, so far as that goes. 

Mr. Darwin. Right. If time allows, we would go out on an ad- 
yanced notice to bidders interested in this procurement. 

Mr. McInarnay. Something like a presolicitation notice ? 

Mr. Darwin. Right. If time allows. 

Now, we have had cases where time did allow, and we did make a 
presolic itation. 

Mr. McInarnay. Do you use that very often ? 

Mr. Darwin. No, sir, we don’t because the time we get—by the time 

we get our requirement, the time it is needed in stock, that doesn’t 
give us time to make this distribution by presolicitation bids. 

Mr. McInarnay. I will tell you, there is a paragraph in ASPR I 
don’t understand, in light of General Bare lay’s statement of how you 
handle system procur ement, and so forth, and it says: 

No prospective offeror shall be given advance notice that proposals are to be 
requested. 

I don’t think that is consistent with what you really have to do. 

Colonel Jomnston. Mr. McInarnay, I think that is to avoid giving 
one contractor an unfair advantage over other contractors; that they 
all be given an equal opportunity at the same time; the knowledge of 
a pel nding proposal or a bid. 

Mr. McInarnay. Colonel Johnston, have you noticed a repeated 
use of purchase descriptions as the means by which you procure items, 
rather than specifications ? 

Colonel Jounstron. Well, it depends on the item that is being pro- 
cured. In many instances, we don’t have detailed drawings, and all 
we do have is a purchase description, or a performance specification. 
I think that is particularly true in some of the missile procurement, 
because we don’t have the detailed drawings and specifications. 

Mr. McInarnay. For some items, these are bought several times on 
a purchase description, rather than through specifications and draw- 
ings ? 

Colonel Jornston. Well, I have no personal knowledge that this 
is SO. 

Mr. McInarnay. Mr. Schaeppi, a while ago we were talking about 
drawings and specifications and the problems inherent in that. I just 
wondered if the team here has any figures on the number of contracts 
they negotiated on the basis of the ‘fact that there were inadequate 
specifications and e awings available? 

Mr. Scuaeprr. I don’t have those specific figures, but I can say 
that in the past we instituted a procedure which requires that the chief 
of the engineering branch, himself, after the first use of the lack 
of drawings and specifications, check into each second use. If it is 
used a third time, I, personally, go over it to find out exactly why we 
can’t get the drawings and specifications. 

If you would like to have these figures, we can work them up and 
put them into the record. 

Mr. McInarnay. I think we would like to have the figures showing 
the number of dollars negotiated on the authority that there were 
inadequate data. 
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General Barciay. Yes, we will furnish that information to the 
committee. *? 

Mr. McInarnay. Mr. Darwin, in your work in the Small Business 
Office, you review all contracts over a certain dollar amount, or do you 
review every contract ? 

Mr. Darwin. I review all procurement over $2,500. 

Mr. McInarnay. You review these for synopsizing, as well as 
set-asides ? 

Mr. Darwin. Yes, sir. 

Mr. McInarnay. In what other capacities do you serve at Red- 
stone, Mr. Darwin ¢ 

Mr. Darwin. Well, I serve as the small business adviser to the com- 
manding general on both policy and procedure that will be used 
throughout the command in the small business field. 

I also represent the command to talk and meet with any of the small 
business people visiting the command, looking for procurement. 

Any problems that a small businessman has are referred to me for 
answer, and to get the information for him. 

Mr. McInarnay. You also serve on any boards ? 

Mr. Darwrtn. Purchase assignment board and awards board. All 
boards pertaining to procurement. 

Mr. McInarnay. In other words, you get your licks in all the way 
up the ladder? 

Mr. ee. Yes, sir. 

Mr. McInarnay. Very good. 

How ikteanively does ‘the AOMC use blanket purchase agreements 
in buying spare parts ? 

General Barciay. Are you referring to what might be termed open- 
end contract ? 

Mr. McInarnay. No, I am referring to blanket purchasing agree- 
ment set out in ASPR 3-606.3 

General Barcitay. To my knowledge, we have none in that category. 

Mr. McInarnay. When you place an R. & D. contract, is there any 
discussion with the proposed contractor on whether he might wind 
up getting the production contract; whether in entering into the 
R. & D. contract, the possibilities of getting a production contract are 
an inducement to ts aking on the R. & D. job? 

General Barcray. Normally, that is an unstated inducement. De- 
pending on the program and the scope to the time of its inception. 
The development program is initiated separately for the development 
of a particular item. Asa practice, we find that it is more economical 
for the Government to place at least the initial production of the 
equipment with that company which did the research and develop- 
ment. That contractor, in the course of his development program, has 
acquired a great deal of know-how in the production of the particular 
equipment. He has usually had some facilities furnished to him, and 
it is an economical practice to initiate the production with the de- 
velopment contractor and carry it along to the point where the engi- 
neering changes have been finalized and the equipment has been proved 


47 Information subsequently supplied: July 1. 1958. to June 30, 1959 (fiseal vear 1959), 
134 actions amounting to $5,398.383.50; July 1 to Dee. 31, 1959 (first half of fiscal year 
1960), 129 actions amounting to $4,137,960.98. Of the 129 actions 124 were for secondary 
items, while the other 5 actions were for systems. 








the 


1eSS 
you 


as 


ed- 


om- 
ised 


nal] 


for 


All 


Way 


ents 
en- 
Tee- 


ory. 
any 
vind 
the 
are 


De- 
‘ion. 
nent 
ical 
the 
lop- 
, has 
ular 
and 
. de- 
ngi- 


oved 


1959). 
1 year 
ndary 


GOVERNMENT PROCUREMENT—1960 161 


out in its test with the using troops and we are prepared to determine 
the extent of the follow-on production that will take place in the 
contract. 

Mr. McInarnay. Is it sometimes better in negotiating with the 
R. & D. contractor to let him know that he is in line to get the pro- 
duction contract to make some sort of a commitment to him? 

General Barctay. Normally, we are not in the position where we 
can make such a commitment. ‘The development contract is to deter- 
mine the effectiveness of the equipment which is under contract, and 
until we have had the development items produced, and tested them, 
we do not know that we will commit a system which is being under- 
taken to production. aac 

Mr. MoInarnay. Colonel Johnston, is there any prohibition against 
doing this if you felt it was in the best interests of the Government ¢ 

Colonel Jounston. I do not think there is any prohibition. It 
would be a matter of policy whether it would be desirable to do this 
or not. 

As General Barclay says, we ordinarily do not go out for a produc- 
tion contract until we have developed the item. As he stated also, it 
follows quite often that the man who did do the research and develop- 
ment does get the first production on a contract, a supply contract. 

Mr. McInNarnay. Does the Army use what we have discussed earlier, 
the two-step formal advertising procedure ? 

I see a lot of blank faces. I guess you do not use that. 

General Barciay. I am not familiar with it. 

Mr. McInarnay. Where you go out and get your technical pro- 
posals without quotations; and on the basis of those, you have a com- 
petition. 

Mr. Darwin. That would not be formal advertising because if you 
do not have the specifications, you could not formally advertise 
it. 

Mr. McInarnay. So you think just putting the words “two-step” 
in front of it does not turn it into formal advertising ¢ 

Mr. Darwin. No, sir. 

Mr. McInarnay. Well, do you not use that because you have no 
authority in APP or in ASPR todo so? 

Mr. Darwin. The formal advertising item, you need complete 
drawings and specifications so that all bidders will know exactly what 
they are bidding on, and if you did not have the drawings and speci- 
fications for an item, then this would not be formally advertised ; 
it would be negotiated. 

Now, we do have such contracts under negotiation that we go out 
and ask for proposals, and get the best proposal. We describe what 
we want the best we can, get the best proposal, and our technical peo- 
ple make a selection of the best qualified proposals submitted, and 
then a contract is negotiated with that particular firm. 

Mr. McInarnay. General Barclay, I know that you are making 
every effort to increase competition at the Ordnance Missile Com- 
mand. I just wonder how much the workload problem hampers your 
efforts to do this? 

General Barciay. I suspect we are in a similar position to most 
agencies. We have more work than we feel we can encompass. 
There is no question but what breaking out individual items and 
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obtaining competition on them requires more individual efforts on 
the part of our personnel. We endeavor, however, to get competition 
wherever possible, and to place our procurement so that we can 
broaden the base on whicli we can do it competitively. 

Mr. McInarnay. We discussed this morning the problem of swap- 
ping technical information with the other military services, and I 
think you mentioned an Interdepartmental E xchange Program 
(IDEP). Is that something new or is that the program by which 
you and the other two military departments learn what the others are 
doing in the technical fields ? 

General Barciay. Yes. Briefly, it is a program in which the in- 
formation relating to components of missile systems, which have 
been put through a reliability or environment: al test, is exchanged 
between the Army and the Navy and the Air Force. The items are 
qualified for application in missile systems. A vast directory is 
established of those, and we can then utilize those in our designs 
without further reliability testing, and the information can be avail- 
able to all of the services so that we in the Army can take advantage 
of the testing work that has been done by the Navy and the Air F orce, 
and they, in turn, take advantage of what the Army has done. 

Mr. McInarway. When was this program put into effect ? 

General Barcriay. The program was initiated late last fall. It is in 
its inception now. We are receiving information and are cataloging 
it and we will have about a 75-percent complete file established by 
next month. 

Mr. McInarnay. I think that when I was at Redstone Arsenal 
last year I was told 80 percent of the drawings on the Nike-Hercules 
are available for procurement purposes. That was last May. Does 
my memory serve me correctly on that? 

General Barciay. That is not part of this interservice data ex- 
change program. 

Mr. McInarnay. No; I amon another subject. 

Mr. Scuarprt. That is correct. 

Mr. McInarnay. That was the percentage last May? 

Mr. Scnarprt. That is right. 

Mr. McInarnay. Do you have any figures on what the percentage 
is now? 

Mr. Scnarrrr. We ran a sample check before I came up here and 
it looked—it appeared to be 95 percent. 

Mr. McInarnay. I think I might have stolen these from Redstone 
when I was down there last year, these charts. I suppose you have 
been looking for them. I will ive them back to you after the hear- 
ing.** [Laughter. | 

We have a chart here that shows future breakout of the Nike- 
Hercules. These were shown to me last May, and I am just wonder- 
ing, I do not suppose it would be possible for you to answer this 
question here now, but I am just wondering if you might, from this 
chart, give the committee a report on how much of this planned 
breakout has actually been accomplished ? 

Early last summer the Ordnance Corps supplied the committee 
with information on the competitive procurements, the procurement 





« Charts returned to Redstone Arsenal. 
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history, as a matter of fact, of 1,586 separate items under Ordnance 
contract 2228. I believe that the people at Redstone told me there 
were 3,200 parts involved. 

Now, have you not had procurement history on these other parts? 

Colonel Crossman. Mr. McInarnay, this is a different area from 
breakout of the major components. If you will, Mr. Schaeppi can 
cover the major components and I will discuss the breakout on 2228. 

Mr. McInarnay. Let us talk about the one with you, Colonel Cross- 
man. Where are the parts between the 3,200 that we got and the 
1,587 which I was told about ¢ 

Actually, I think the answer is that you had bought them but you 
had not had delivery at that time, is it not? 

Colonel Crossman. We have purchased a total number of line items 
of 1,587. That made actually 3,230 different parts. These are line 
item purchases. 

Now, of that 1,587, we broke out from there 304 items from con- 
tract 2228 from the prime contractor, that we broke out by competi- 
tion, as in the report we submitted at that time. 

We are submitting to you a subsequent report as of March 20th 
of this year. Of these 1,587 original buys that we had from the prime 
contractor between May of last year and March 20th of this year, we 
have had activity on 267 of those items.” Of the 267 items, we have 
broken out further another 81 from the prime contractor. We have 
transferred 24 of them to other Government agencies as being their 
responsibility, and 162 have been procured back from the prime con- 
tractor. That is a breakdown of the 267 items. 

Mr. McInarnay. With only slight differences, we came up with 
the same figures on the number, out of those 1,586 that had been pur- 
chased competitively. We found that, of 168 items, by buying com- 
petitively you saved $525,619.10. 

Colonel Crossman. :That is true on those particular items. 

Mr. McINArnay. That is right. Now, on 116, the remaining 116, 
you lost $97,193. I think we would be interested in why it is on com- 
petitive purchases the Government has to lose money. This is con- 
trary to the philosophy which we base our work on. 

Colonel Crossman. This does not necessarily mean that we lost 
money. It means, taking from this list of prices paid at a certain 
point in time, and what we subsequently bought them for, we must 
take into consideration eight factors. 

The first one is that the price that was in effect on the date of the 
last procurement, that price remained the same as when we made the 
first procurement back in 1956. 

Quantities: Are we buying in economical quantities? Was the first 
quantity a large quantity, and was the second a small quantity ? 

We had certain delivery requirements to meet which oftentimes 
meant a changed price. 

Tooling must be considered. 





* See app. 1(G), p. 425. 
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The possibility that the f.o.b. point was not the same. When you 
ask did we lose money, we may have had f.o.b. destination on the 
prime and we may have f.o.b. origin on the second, or vice versa. 

We have to give consideration to development of multiple sources, 
A second source is good insurance in the missile business. 

We have given consideration to the small business participation in 
this program by set-aside. 

We may have engineering changes on these same items which in- 
creased the cost of the making of the part. 

And we may have had changes in packaging. 

All of these must be taken into consideration when we say that we 
are paying more money, and individually must. be researched in order 
to come up to a positive statement that we are losing money. 

Mr. McInarnay. Let us take Ordnance part No. 8519409. 

Colonel Crossman. Mr. McInarnay, I am not in a position to an- 
swer all of the 1,500 items that are on there. 

Mr. McInarnay. Right. 

Colonel Crossman. I had no idea you were interested in it. 

Mr. McInarnay. Let me give it to you. 

Colonel Crossman. We will be glad to submit information on any 
of the items that you desire. 

Mr. McInarnay. Right. This is a power supply; you bought 40 of 
them from the prime contractor, March 31, 1958, paying $1,640 
apiece. 

eats Barciay. Mr. McInarnay, this was one of our sad mistakes; 
I think Mr. Schaeppi can elaborate on it. 

Mr. McInarnay. Let me finish the history of it and then we will go 
right into it, if you will. 

Then on September 16, 1958, you bought 73, which is a larger 
quantity, by almost double, for $87.25, and according to our calcula- 
tions, you apparently saved $113,348. Did you say you had some 
comment on that, Mr. Schaeppi? 

Mr. Scuarprt. I have comment on that. This was, as we have been 
discussing throughout the entire hearing here, we have a concentrated 
program of breakout. In this program there are going to be some 
mistakes made and this happens to be one. 

We bought this item based on a specification drawing which gave 
inputs and outputs. Now, the prime contractor can produce it based 
on the specification drawing. 

We went out competitively, and the contractor that was successful 
produced an item that gave us the inputs and outputs. However, he 
used a different method. He did not use an oil fill; he used a resin 
fill. So that when we reduced the temperature down to 65 degrees, 
it crushes the inside, down to minus 65. 

We have now pulled these particular items off the shelves and they 
have limited use. We can use them in our training, in our schools, 
and so forth. 

At the same time, we have gone out again to have the specification 
drawing now changed over to detailed drawings and specifications. 
We are checking these drawings and specifications at the moment 
and we will attempt again to formally advertise this one, with better 
information, and see what the story is. 
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But this is one of those items that should have remained in the 
closed loop area because of the fact it is so critical. If we can narrow 
the closed loop area, we would like it. 

Mr. McInarnay. But you are going to formally advertise it again, 
is that true? 

Mr. Scuarrrr. We are going to try and also keep check of the 
engineering man-hours required to maintain this thing. 

Mr. McInarnay. There was one other I would like to mention, 
ordnance part 8006210. You bought it twice from the prime. con- 
tractor on November 14, 1958, the first one listed is a piece of cable, 
975 of them, you paid $2.30. The same day you bought 30 more and 
paid $2.12. I think maybe we would like to know about that? 

Colonel Crossman. I happen to have the information with me on 
that cable, Mr. McInarnay. 

I think our dates are wrong on our submission. Actually we went 
out on the 16th of September 1957 for a preliminary price to the 
prime contractor on order 2228. This was finalized on the 9th of 
December 1957 at $2.12. 

Subsequently, 15 months later we went out on a requirement on 
the 19th of November 1958, when it was on an estimated price, we 
did not have the estimate, only using the guidelines of $2.12 before, 
but a new parts list was issued taking into consideration cost of 
manufacture in the 15-month interval, and we finalized the second 
quantity for $2.30. So actually we have an 18-cent rise in price 
over a 15-month period, which is not abnormal at all. 

Mr. McInarnay. You do not anticipate that on the second compe- 
tition for this power supply that it might get back up in figures of 
$1,000 or $1,500, do you? 

Mr. Scuaeprt. No, sir; we expect it to range somewhere between 
$400 and $800. 

Mr. McInarnay. Well, do you not have the cost analysts look over 
the prime contractor’s costs for these parts ? 

Mr. Scuarprr. Yes, sir. 

Mr. McInarnay. How is it that there can be such a spread for a 
particular item when you have people watching the costs? 

Mr. Scnarprt. Changes. There were 155 diodes in this unit, $6 
each at the time he made the first lot. The other manufacturer used 
four diodes and selinium rectifiers which reduced the cost. However, 
this is part of that, so we are reducing the diodes by a considerable 
number which reduces the costs; and the cost of diodes has reduced 
considerably. 

Mr. McInarnay. Will your future statistics on these breakouts 
show the extent of small business participation, the list we got did not 
show that. 

Mr. Scuarprt. We have no method within the missile command per 
se to gather this data, except that we set up something special. We 
can do it if you so require. 

Mr. McInarnay. I have no further questions, Mr. Chairman. 

Senator Ranpotrn. General Barclay, would you say to the subcom- 
mittee that you are reasonably satisfied with the procurement policies 
at the present ? 
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General Barciay. Yes, sir. Our policy is to obtain by competitive 
bid insofar as possible all of our Government equipment. We modify 
that, if it is in the interest of the Government, to obtain it otherwise 
when this is necessary to obtain the equipment which we need. 

Senator Ranpoutren. It has been indicated that there have been needs 
on more than one occasion to modify a purchase procedure; is that 
correct 

General Barciay. Yes, sir; that is correct. 

Senator Ranpoten. But you do not interpret that as any failure 
on the part of those charged with responsibility to carefully move in 
this area of proper procurement? There is no inefficiency which you 
could say is in your organization ? 

General Barcitay. The procurement rules which have been estab- 
lished allow us sufficient latitude that we feel we can conduct the 
Government business effectively and efficiently ; yes, sir. 

Senator Ranpoteu. And the cushion provided is what you indicate 
is necessary to your organization and its procurement policies? 

General Barciay. That is correct ; yes, sir. 

Senator Ranpotpn. I thank you very much. Your statement is 
helpful and the participation of your colleagues has been also helpful 
to the committee. 

General Barcitay. Thank you, Senator. 

Senator Ranpotrn. I am sorry. Senator Sparkman. 

Senator SpARKMAN. Just a question or two I wanted to ask. One 
of them is prompted by your last question regarding the cushion. I 
am not just sure what you mean by the cushion. Let me put this 
question : 

Some time ago some of our staff members were down at Redstone, 
and they heard during the time they were there from unofficial 
sources that you could better carry out the program if your money 
came a little more regularly and certainly from Washington. Is that 
what you were talking about when you said “cushion” ? 

General Barciay. No, sir; I understood Senator Randolph’s ques- 
tion about cushion to refer to latitude in departing from advertised 
bids, and my response was in light of that. 

Senator SparKMAN. Well, is there any difficulty with reference to 
the funds becoming available—does that handicap you in any way? 

General Barciay. We normally have some delay at the beginning 
of each fiscal year in obtaining our funds. In some cases it arises 
from the fact that the appropriation bill is not completed and passed 
by the Congress prior to the first of July, the beginning of the fiscal 
year, 

And then there are reviews and rereviews in the Department of 
Defense programs before action is taken to issue program authority 
and to permit us to initiate the actual work on contracts. This is an 
administrative delay which is not desirable from our point of view. 
We hope that it can be diminished to the minimum. 

Senator SparkMAN. General Barclay, I want to say to you and 
those who are with you, that I have greatly enjoyed your statement. 
I regret the hearing has been punctuated with the necessity of going 
over to make these answers to rollealls. I think it has been a very 
fine and clear statement, and, Mr. Chairman, I would like to say that 
I have been in rather close touch with the small business program of 
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the Redstone Arsenal and its component parts, and with the various 
activities in the Redstone Arsenal, and I can say that I know of no 
agency in the Government that has tried harder, in my opinion, to do 
a real job in the field of procurement and particularly with reference 
tosmal] business requirements. I want toexpress my appreciation for 
the good job that has been done there. 

General Barctay. Thank you, Senator. We will be glad to respond 
with any further information if your committee should desire it. 

Senator Ranpo.ten. I understand, Mr. Askins,®® you have certain 
material that you would like to have made a part of the the record, is 
that correct ¢ 

Mr. Asxins. Yes, sir; in keeping with the chairman’s letter of 
March 2. He asked us to present, from AOMC, when this presenta- 
tion was made, our policy with reference to breakout programs, what 
we had done in this area, and I would like to present it to you at this 
time for the record, if I may. 

Senator Ranpoipn. Yes, the material will be received for the study 
and use of the subcommittee.®! 

Thank you, General Barclay, and gentlemen. 

The subcommittee will return for further hearings at 10 a.m., tomor- 
row, Thursday. We are recessed. 

(Whereupon, at 3:45 p.m., the hearing was recessed, to reconvene 
at 10 a.m., Thursday, April 7, 1960.) 





6 Jack Askins, small business adviser to the Assistant Secretary of the Army for 
Logistics. 

61 See app. I through VII, pp. 408-536. (Other material submitted retained in com- 
mittee files.) 
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THURSDAY, APRIL 7, 1960 


U.S. SENATE, 
SUBCOMMITTEE ON GOVERNMENT PROCUREMENT 
OF THE SELECT COMMITTEE ON SMALL BUSINEsS, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:05 a.m., in room 
318 (the caucus room), Old Senate Office Building, Washington, D.C., 
Senator Harrison A. Williams, Jr. (New Jersey ) pr esiding. 

Present: Senators Williams, Long, and Schoeppel. 

Also present: Walter B. Stults, staff director; William T. McInar- 
nay, counsel; Harold Putman, counsel ; : Benjamin Gordon, economist ; 
Jide Anders son, professional staff member ; and Mrs. Catharine L. 
Guyon, legislative assistant to Senator Scott. 

Senator Witt1ams. The subcommittee hearing will come to order. 

Today the Subcommittee on Government Procurement begins its 
third day of public hearings on the subject of negotiated defense con- 
tracts. Our first group of witnesses represent the Army Signal Sup- 
ply Agency of Philadelphia. 

‘Colonel ‘Bent, would you like to introduce your colleagues who are 
with you this mor ning. 


STATEMENT OF COL. JOSEPH G. BENT, JR., U.S. ARMY, DEPUTY FOR 
PROCUREMENT, U.S. ARMY SIGNAL SUPPLY AGENCY, PHILA- 
DELPHIA, PA.; ACCOMPANIED BY ISADORE KUSHNER, CHIEF, 
POLICY AND PROCEDURES GROUP, PROCUREMENT ACTIVITY, 
USASSA, PHILADELPHIA, PA.; JOHN W. WESELOH, CHIEF ENGI- 
NEER, U.S. ARMY SIGNAL EQUIPMENT SUPPORT AGENCY, FORT 
MONMOUTH, N.J.; MAJ. CHARLES W. JOHNSON, JR., U.S. ARMY, 
CONTRACTING OFFICER, FORT MONMOUTH PROCUREMENT 
OFFICE, FORT MONMOUTH, N.J.; EDWARD J. O’NEILL, SMALL 
BUSINESS SPECIALIST, USASSA, PHILADELPHIA,, PA.; MAJ. R. F. 
ADAMS, CONTRACTING OFFICER, USASSA, PHILADELPHIA, PA.; 
AND JOHN H. SCHROETER, ELECTRONICS ENGINEER, USASSA, 
PHILADELPHIA, PA. 


Colonel Bent. Thank you, Mr. Chairman. 

I am Colonel Bent, Deputy for Procurement at the U.S, Army 
Signal Supply Agency in Philadelphia. At the instructions of the 
committee, we have prepared and submitted the information you 
requested for the committee records.? 


7 Retained in committee files (‘“Policies, Procedures, and _Programs Relating to Reduc- 
tion of Sole Source Purchases and Increased Competition,” document submitted by U.S. 
Army Signal Supply Agency, Philadelphia, Pa.). 
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At the outset I wish to assure this committee that the Army Signal 
Corps strives to foster competition and small business partic ipation. 
This policy not only serves to stimulate and develop a sound indus- 
trial base but also insures the Government the best possible price on 
Army procurements. 

I have with me people from the Army Signal Supply Agency in 
Philadelphia and from the Agency’s procurement office at Fort 
Monmouth, N.J. 

Our purpose in bringing the people from Fort Monmouth in addi- 
tion to the group the committee asked for from Philadelphia, was to 
insure full opportunity for the committee to become better acquainted 
with our procedures governing procurement of research and develop- 
ment handled at Fort Monmouth as well as our production-type pro- 
curements handled at Philadelphia. 

Additionally, if the committee desires to discuss procurement. of 
KA series cameras, we have people present who are most familiar 
with the procurements called to our attention. 

In the event you desire specific information we do not have with 
us today, we should be pleased to furnish it to the committee as 
quickly as it can be developed. 

If it meets with your pleasure, Mr. Chairman, I would like to in- 
troduce the gentlemen at the table with me. 

At my right is Mr. Kushner, Chief of our procurement policy. 
On his right is Mr. O'Neill, the small business specialist at the Signal 
Supply Agency in Philadelphia. On his right is Major Adams, a 
contrac ting officer on production- type contracts at Philadelphia, 

On my left, my immediate left, is Mr. Weseloh, chief engineer at 
the Signal C orps Engineering Support Agency, which works closely 
with us and is our source of engineering ‘and technical information 
on production contracts. On his left is Major Johnson, a contracting 
officer from our Fort Monmouth office on R. & D.-type contracts. 

I would like also to explain that the contracting officers in the 
Signal Corps are both the negotiating contracting officers as well as 
administrative contr acting officers. So we have with us the functions 
that the committee desires. 

Now, these two contracting officers have with them in the back- 
ground their assistants who make up their teams, that is, the legal 
people, the pricing people, and various contract administrators. 

Senator Wiu1aMs. Thank you. Thank you very much, Colonel. 
I welcome all of you gentlemen. 

I think it would be most eflicient if our subcommittee counsel pro- 
ceeds with some of the specific inquiries that we are interested in, 
and if you gentlemen are ready 

Colonel Bent. We are ready and we will do our best to answer 
your questions, sir. 

Senator Witu1ams. Mr. McInarnay, 

Mr. McInarnay. Colonel Bent, what were the total dollars awarded 
by the Signal Supply Agency in fiscal year 1959? 

Colonel Ben. In 1959, the Signal Supply Agency itself awarded 
$408 million. I mentioned the Signal Supply Agency in itself, sir, 
in that we have other procurement. Now, the total procurement for 
the Signal Corps, totaled $494 million. 

Mr. MoInarnay. Of which the Signal Supply Agency awarded 
how much ? 
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Colonel Benr. A little over $400 million. But we at Philadelphia 
are responsible for the technical operations of all of the Signal Corps 
procurement, 

Mr. McInarnay. Of that amount, how much was formally ad- 
vertised ? 

Colonel Brent. Of the $494 million, 8.4 percent was formally ad- 
yertised, totaling some $41.7 million. 

Mr. McInarnay. Colonel Bent, do you think there is anything in 
the Armed Services Procurement Regulations, the Army Procurement 
Procedures, or your own installation’s procedures or instructions, to 
lead your procurement people to believe that the Congress intended 
back in 1947 when they passed the Armed Services Procurement Act, 
that the military procuring activities would continue to use formal 
advertising as a predominant method of procurement ? 

Colonel Bent. It is my belief that it is the intention of Congress 
and the laws that we get as much competition as possible, and that 
formal advertising is the preferred method of placing contracts, and 
that it leads to more competition, if at all possible to use. 

Mr. McInarnay. Mr. Kushner? 

Mr. Kusuner.' Sir, may I add, ASPR1-301 and 1-102 expresses the 
intent that formal advertising will be the preferred method. 

Mr. McInarnay. How much of that 91.6 percent that was nego- 
tiated would show up on a machine tabulation of your sole source 
purchases for fiscal year 1959? In ee words, how much of it was 
sole source, single source, one source, or any of the particular terms 
you have to refer to negotiat ing with one company ¢ 

Colonel Bent. I do not have any specific breakdown figures for 
that, sir, but to indicate sole source, we have from machine runoff 
for the first 6 months of fiscal year 1960 some data which I think will 
give an indication as to the amount of sole source. 

Now, these figures I quote are for the Signal Supply Agency pro- 
curements alone, which accounts for the bulk of the total and they 
cover the actions over $10,000. The total awarded over $10,000 was 
$155.7 million. Of this total, $18.4 million was advertised, and I 
believe that is 11.8 percent, and that left $137.4 million negotiated, or 
88.2 percent. 

Of the $137.4 million negotiated, $41.2 million were modifications 
under the terms of existing contracts. And other sole source actions 
were $42.2 million. So it is roughly a 50-50 breakdown. 

Now, of those that are modifications under the terms of existing 
contracts, although I do not have an exact quantity, many were con- 
tracts, sir, that had been negotiated in the awarding of the initial 
contract. In addition, there were some contracts aw: arded on a sole 
source basis which were preceded by R. & D. contracts awarded by 
competition. 

Mr. McInarnay. So including your modifications and your new 
procurement, out of the $155 million, $83.4 million was 

Colonel Bent. Labeled sole source because that is the way the sta- 
tistics come out of the machine. 

Mr. McInarnay. Do you have any further breakdown as to 
whether these modifications were those where the negotiation author- 








‘Isador Kushner, Chief, Policy and Procedure Group, USASSA, Philadelphia, Pa. 
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ity was neither required nor used and the instances where negotiation 
authority would be required ¢ 

Colonel Benr. No, sir. To get that detail, we would have to make 
a special study and there are some 439 actions involved. 

Mr. McInarnay. Major Johnson, what is the difference when you 
have to use your negotiation authority for modifications and when 
you do not ? 

Major Jounson.' Would you please detail a little more when you 
say what is the difference, sir? 

Mr. McIwarnay. In modifications, when must you cite a negotia- 
tion authority ? 

Major Jounson. Any time I am increasing by adding money to my 
contract, I have to cite it. Except in the instance where I have de- 
ferred funding, I do not have to cite the negotiation authority. I 
only cite the contract itself to add any money. 

Mr. McInarnay. In other words, if you have to add money, re- 
gardless of whether you are also increasing the scope of the contract 
or the level of effort, you still have to use your negotiation authority / 

Major JOHNSON. Y es, sir. 

Mr. McInarnay. ASPR 3-214.2 gives you authority to negotiate 
where the contractor has had a high dollar initial investment. Now, 
how many successive production contracts do you feel may be let on 
the basis of the so-called high dollar initial investment? 

Colonel Bent. I would say that would have to be determined by 
the circumstances at hand and all of the factors. Our prime objec- 
tive is to get competition, and I know I stress with the contracting 
officers to get competition first by formal perenne and then if you 
cannot get it that way, by negotiation. I do not think we can state 
that there would be one or two or three. It would depend upon the 
urgency for the equipment and the other factors, Mr. McInarnay. 

Mr. McInarnay. Under normal circumstances, you would not use 
high dollar initial investment as a justification for negotiating with 
a company for a period of 5 or 6 years / 

Colonel Ben. I certainly would not expect so unless there were 
some extenuating circumstances. I know of no instance at this time. 

Mr. McInarnay. And this authority under exception 14° is more 
of the sole source authority than merely a negotiation authority ? 

Colonel Bent. Well, of course, it is an authori ity to negotiate and 
oftentimes it does result in sole source. 

Mr. McInarnay. Do you think it might be better in order to clear 
up the distinction between competitive negotiation and sole source 
procurement that we make a distinction in the procurement regula- 
tions or in the law rather than throwing them all under the heading 
of negotiation ? 

Colonel Benr. I think we get a clearer picture if statistics were 
developed to break -" out and then as to whether it was in the law 
or by regulation. do not think it makes much difference, but if we 
could look at the — specifically, I mean at the sum-totals across 
the board—— 


eas Maj. Charles W. Johnson, Jr., contracting officer, Fort Monmouth (N.J.) Procurement 
ce, 
2 See exhibit ITI, p. 19. 
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Mr. McInarnay. Well, as it stands now, your basic authority to 
negotiate with a sole source is found in 10, 14, and 16, is that not 
correct ? 

Colonel Bent. Right. 

Mr. MoInarnay. Of course, those are only three of the 17 ex- 
ceptions giving you the authority to negotiate. 

Colonel BEN’. Right, sir. 

Mr. McInarnay. M y question is, If these were separated, both in 
the law and in the regulations, w ould this not be somewhat of an in- 
ducement to competitive proc urement ! 2 

Colonel Bent. It could well be, sir. 

Mr. McInarnay. Back to this high-dollar initial investment: If 
you award three or four production « contracts to a company on that 
basis without any competition and knowing that when you are nego- 
tiating with a sole source you are paying consider: ably more than you 
would. pay under competitive situations, is it not true that this high 
dollar initial investment is being compensated for ? 

Colonel Bent. If it continues on, but the Signal Corps has taken 
aggressive action in several fields where this seems to be developing 
to establish additional sources so that we have more than one source 
for our equipment. 

Mr. McInarnay. Mr. O'Neill, is there an SBA representative at 
your installation ¢ 
* Mr, O’Nettu.' Yes, sir, we provided space and facilities there for 
aman for full time. 

Mr. McInarnay. Do you and he do about the same thing? 

Mr. O’Nemu. Practically the same thing. We complement each 
other. 

Mr. McInarnay. Well, do you review all procurements over a cer- 
tain dollar amount ? 

Mr, O’Nem. I go beyond his authority. His authority is from 
$5,000 up. The agency’s policy is down to $2,500, I review those, be- 
tween $2,500 and $5,000, in addition to $5,000 and up. 

Mr. McInarnay. So you both review those over $5,000 ? 

Mr. O’Netin. That is correct. 

Mr. McInarnay. Does this take a considerable amount of your 
time ? 

Mr, O’Nem. Yes, it does. There is not any particular time limi- 
tation on it, though. I have ample time to review these things, and, 
of course, all the facilities of the agency are at my disposal. 

Mr. McINarnay. What do you think of the set-aside procedure as 
ameans of increasing small business participation ? 

Mr. O’Neta.. I think it is effective and I think it is successful. 

Mr. McInarnay. What are the major criteria by which you de- 
termine whether you are going to set something aside for small 
business ? 

Mr. O’Neiti. Well, we need to give consideration to the complexity 
of the item. The next consideration would be the avail: ability of sup- 
pliers who could produce the item. 

Mr. McInarnay. How much does the fact that a small business 
has been awarded the contract on a previous procurement enter into it ? 





*Edward J. O'Neill, small business specialist, USASSA, Philadelphia, Pa. 
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Mr. O’Nenu. This is a guideline, but it certainly is not the deter- 
mining factor. 

Mr. McInarnay. Do you find it your experience that often the 
items that are set aside are those items that would normally go to small 
business anyhow ¢ 

Mr. O’Neuw. In the main, I would say, this is true. This is a 
natural result of having so many suppliers for particular commodi- 
ties. This would be an actual result. The set-aside system, of course, 
helps the small businessman directly in this area, because it prec ludes 
the big businessman from getting in there. 

Mr, McInarnay. If these items were going to go to small business 
anyhow, how does this fit in with the amount of time that you have to 
devote to culling the procurements to set them aside? 

Mr. O’New. Well, I think the effort expended there is rewarded by 
the fact that because it is set aside, it must ultimately go to small 
business concerns. 

Mr. McInarnay. So you exclude any other competition in order to 
give small business an equitable opportunity to compete? 

Mr. O’Nerti. You do not exclude competition, you just limit the 
competition to an adequate number of small business concerns to the 
extent that we are sure, we in the Government are sure, we are 
getting adequate competition. 

Mr. McInarnay. Major Johnson, do you evaluate the counsel of 
your team of experts or do you accept their judgment ? 

Major Jonnson. I certainly study their counsel to me. In some 
instances I accept it as it is, if it is beyond my training; but normally 
[think I am pretty well up to it and I evaluate it. 

Mr. McInarnay. Colonel Bent, the Small Business Administration 
has said that the certificate-of-competency procedure has saved the 
Government over $9 million. Do you think this might be because the 
original decisions as to competence were not based on sufficient in- 
formation ¢ 

Colonel Bent. I personally have not considered that question before 
and I have no firm conviction at this point as to whether it results 
from that or not. 

Mr. McInarnay. Have you had much experience with certificates 
of competency at your agency ¢ 

Colonel Brent. Yes. Mr. O’Neill here has our statistics on the 
number of cases of certificates of competency at the agency and he 
will be glad to read them. 

Mr. O’Netx. At the present time, Mr. McInarnay, we have a total 
number of contracts under certificates of competency of 34. 

Mr. McInarnay. You have 34 COC’s? 

Mr. O’Netrtu. Yes, sir. 

Mr. McInarnay. Have all these contracts been successfully per- 
formed ? 

Mr. O’Ner. Of this 34, we have a total of 8 which are in delinquent 
status. A total of 8 which are now delinquent. 

Mr. McInarnay. That is 25 percent. How does it run on procure- 
ments that do not involve a COC (certificate of competency) ? 

Mr. O’Neiit. Would you repeat that, please. 

Colonel Bent. On the delinquency rate on our contracts as a whole! 


Mr. McInarnay. Yes. 
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Colonel Bent. We have quite a campaign on at the agency with 
reference thereto, and we reduced that percentage way down and it 
is down now to about 5 percent or less. 

Mr. McInarnay. So when you say that 8 out of the 34 are delin- 
quent, that might mean that they are 3 days late on their delivery 
schedules. ‘Those would fall under the delinquency category ? 

Colonel Bent. Well, that may be, technically, Mr. McInarnay, but 
I am pretty confident that these we have listed as delinquent are more 
delinquent than that. 

Mr. McInarnay. Overall, has the COC procedure saved you money 
at the Signal Supply Agency ? 

Colonel Bent. I would not say that it has saved us money or has not 
saved us money at this time. I will be glad to make a study of it if 
you wish, but I can state on the certificate of competency some have 
worked out very nicely for us where there has been a COC. 

Others have not. I mean sometimes we have been surprised and 
in other cases, why, we were not surprised. We are endeavoring, as 
I mentioned particularly with the delinquency rate as a whole, we 
have had quite a campaign on from the point of view of having all 
contractors, large and small, deliver when it is necessary so that we 


can meet our schedules and commitments to the troops overseas and 
meet them. 


fr. McInarnay. Mr. Weseloh ! 

Colonel Bent. That is right, sir. 

Mr. McInarnay. Mr. Weseloh, ASPR 3-109 has a paragraph which 
an offeror should include in his proposal if he wants to restrict the use 
of the information contained in that proposal. If the offeror places 
such a restriction on these ideas, how can you determine whether some, 
most, or all of his data might have been developed at Government 
expense? In other words, it might be a refinement of an old item that 
he had a great big R. & D. contract on. How do you determine that? 

Mr. Weseton. My agency is virtually never called upon to evaluate 
that as part of a proposal. Wedocertain other things. For instance, 
we are involved in buying data such as drawings, from a production 
contract. On those we have exclusion of proprietary data, but 

Colonel Bent. We get into the contracting officer on that. Would 
you care to let Major Adams come in as contracting officer, because 
the engineering support agency feeds the procurement data to the con- 
tracting officer. 

Mr. McInarnay. Which group is primarily responsible for the 
adequacy of your technical information ? 

Colonel Bent. On production equipment, Mr. Weseloh’s group. 

Mr. McInarnay. Major Adams.’ 

Major ApAms. I wish you would repeat the question, please, sir. 

Mr. McInarnay. My question was that if a contractor wants to 
restrict the use of ideas in a technical proposal, the ASPR gives him 
& paragraph to insert in that proposal. If he does so, how can you 
tell whether that might be information that should belong to the Gov- 
ernment anyhow ? 











'John W. Weseloh, chief engineer, U.S. Army Signal Equipment Support Agency, Fort 
Monmouth, N.J 


oe - 2. ‘Adams, contracting officer, Chief, Commodity Branch, USASSA Philadel- 
Phia, Pa, 
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Major Apams. We do not have technical proposals in production- 
type contracts. This is strictly confined to the so-called two-stage 
procurement. 

Mr. McInarnay. Colonel Bent, is there anybody in your group that 
might answer that question ? 

Mr. Kusuner. Let me take a crack at it, sir. 

Mr. McInarnay. All right, sir. 

Mr. Kusuner. We get all data acquired from research and devel- 
opment contracts. Therefore, in a production contract, if the con- 
tractor were to represent anything as being proprietary to him, we 
would question and review this representation. Our procurement 
engineers would review this representation to determine whether in 
fact it was proprietary, that is, a trade secret or secret process; or 
whether by inspection or examination the data could be determined, 
and whether the information in question had already been acquired 
by the Government in the R. & D. contract. 

We do not just take his word that this is proprietary and that is 
all there is to it. He would have to explain to us and satisfy our 
people that this was, in fact, proprietary. 

Mr. McInarnay. I think you are talking about a different: stage, 
but we will move on. 

Do you use two-stage procurement in any manner whatsoever? 

Colonel Bent. If I may take that one, Mr. McInarnay, to the 
best of our knowledge, we have used two-stage procurement in only 
one instance in the Signal Corps. : 

Mr. McIwnarnay. You do not use that? 

Colonel Bent. We have used the two-stage procurement technique 
in only one instance. 

Mr. McInarnay. That is where you got your technical 
proposals 

Colonel Bent. And evaluate the technical proposals. In this one 
instance, I think there were 17 or so who were in on the competi- 
tion, and then it was reduced down to the 4 best technical proposals 
that our technical people considered and then prices were submitted 
by those 4 and that is when we got into the final evaluation. 

Mr. McInarnay. Why did you not use it any more? It did not 
work out for you! 

Colonel Bent. Well, we have just had this recent experience. It 
is just a matter of a few weeks ago. 

Mr. McInarnay. Do you have any judgment on how it worked 
and whether you are going to use it in the future? 

Colonel Bent. I doubt if we will use it too much in the future. 
I think we have been making out quite well without this technique, 
and there definitely seems to be certain problem areas that can develop 
with this technique. 

Mr. McInarnay. ASPR requires that bids shall be solicited from 
only qualified sources? 

Colonel Brent. Yes, sir. 

Mr. McInarnay. Major Johnson, there are several other places 
in ASPR where it mentions that you solicit from only qualified 
sources. Now, how can you go about limiting your solicitation to 
only those that are qualified, or can you? 

Major Jounson. I feel that it is difficult to limit to only those 
sources that would be qualified. In many instances we will receive 
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proposals from firms we consider quite qualified and yet they have 
completely missed our technical approach. Perhaps they are well 
qualified if we had had another procurement in that instance. But 
I do not think you can avoid in all instances giving a request for 
proposal or receiving proposals from other than qualified. We do 
use a business analysis office. We use our technical advisers to at- 
tempt to reduce this. 

Mr. McInarnay. Do you think it might be a good idea to limit 
the companies who might submit a proposal only to those who have 
been previously qualified to produce a product? I am speaking of 
sroduction contracts, of course. 

Colonel Ben. If I may touch on that. The companies on our 
bidders’ list at this time—and there are some 9,300 on our bidders’ 
list in Philadelphia, which covers the production contracts—they are 
determined to be qualified, if you will. We certainly would welcome 
bids from any of those. 

But then in addition, if any company comes in and submits a pro- 
posal, he reads about an IFB or gets information that we are out on 
the street, we would certainly receive a bid from them, too. But then 
we would have to go out and make our determinations whether we 
consider them qualified before the awards are made. Certainly we 
would not make the final award until we were satisfied that the con- 
tractor was qualified. 

Mr. McInarnay. Do you think that the formal advertising method 
of procurement limits you to accepting a bid on the basis of price 
alone ? 

Colonel Brent. Oh, no, sir. I certainly think price is a prime con- 
sideration in formal advertising, but he certainly has to meet the other 
requirements of the specification and drawings and the terms of the— 
he has to be responsive to the IF B. 

Mr. McInarnay. You have been using the presolicitation notice 
procedure at the Signal Supply Agency ? 

Colonel Bent. Yes, sir. 

Mr. McInarnay. For quite a while, have you not ? 

Colonel Bent. Yes, we have. 

Mr. McInarnay. Could you tell us how that has worked and how 
much, not necessarily how much in dollars, but give us some indication 
of whether there have been savings involved ? 

Colonel Bent. Well, very definitely; I think there have been sav- 
ings, and also helpful to our procurement. Approximately a third of 
the—I would say, on an average, that presolicitation notices give the 
contractors 10 days to indicate whether they wish to bid on it. We 
generally get an average of about a third, a one-third response. That 
means, when we send out the IFB’s, we can cut down tremendously, 
because in some instances we will have as many as 3,000 drawing on 1 
IFB and that would be a tremendous expense to the Government to 
send them out if we are only going to get a response from a third of 
the people to whom we are sending them. 

Mr. McInarnay. You do not normally refuse to give a prospective 
bidder a bid set because you are out of print, do you? 

Colonel Bent. No, sir; we do not. 

Mr. McInarnay. That has happened ? 

Colonel Bent. Well, in some instances. If there are 4,000 or 5,000 
drawings involved, we have to make our best intelligent estimate as to 
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how many to run off before we go out, and to have some spares, and 
then a man can come in and ask for one, and we will always give him 
an IFB if (1) we have one, and all of the pertinent drawings on 
hand, and also (2) we endeavor to keep a supply on hand. But, if 
there is time for him to make a bid and submit it before the opening 
date, we will certainly, if there is time, reproduce it again so that we 
will have enough so that we can issue one. 

Mr. McInarnay. Major Johnson, is short delivery schedule suffi- 
cient justification for using the urgency exception ? 

Major Jounson. No, sir. 

Mr. McInarnay. There has to be something in addition to that? 

Major Jonson. Yes. 

Mr. McInarnay. What generally would suffice for you to use that 
exception ? 

I notice that the APP (Army Procurement Procedures) speaks 
of a broken water main as one of the reasons. 

Colonel Brent. If the river up at Red Bank were to flood, it would 
be a public exigency and we would move in, if necessary, sir. 

Mr. McInarnay. Do you give notices to all unsuccessful offerors 
of the outcome of the procurement ? 

Major Apams. Yes, sir. 

Mr. McInarnay. Do you do that for advertised and negotiated 
awards? 

Major Apams. No, sir. Only the bidders on the negotiated procure- 
ments do we give written notification. 

Mr. McInarnay. What are the contents of this notice? 

Major Apams. The notification contains each item in the solicita- 
tion, with its awarded price, and the ancillary item such as drawings 
and the provisioning lists are lumped in one lump sum as ancillary 
items and a total dollar item given. All of those go to the contractors 
who are not successful. 

Mr. McInarnay. In every instance? 

Major Apams. Yes, sir. 

Mr. McInarnay. But you do not do this on advertised awards? 

Major Apams. No, sir; because this is public information and 
normally the advertised bids go to the lowest bidder who is responsi- 
ble and responsive. This is public information already. 

Mr. McInarnay. Major Johnson, do you think that the various 
factors enumerated in ASPR, which would lead one to give the 
initial production contract to the R. and D. contractor, sum up to the 
fact that this is usually the better practice? 

Colonel Bent. If I may suggest, Mr. McInarnay, I think that 
Major Adams would be the better one to comment on that because 
Johnson covers the R. & D. contracts themselves. 

Major Apams. Will you repeat the question again, sir? 

Mr. McInarnay. I will try to. Do not the various factors enum- 
erated in ASPR 3-108 merely sum up to the fact that it is normally 
better to award the first production run to the development contractor? 

Major Apams. Well, in most cases on your first production run 
you do not have specifications written nor do you have format draw- 
ings whereby another producer can produce. So as a consequence of 
this, this is the best method on the first production run; yes, sir. | 

Colonel Bent. That is particularly true on the very complex equip- 
ments. On the less complex equipments, it is not necessarily the 
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case, but on the large complex equipments which Major Adams has 
been handling, that often is the case. 

Mr. McInarnay. Well, what are the R. & D. contracts, what do 
they say about furnishing these data that you do not have? 

Major Apams. This I will toss across the table to Major Johnson. 

Mr. McInarnay. Back to left field again. [| Laughter. | 

Major Jounson. We have, of course, three phases of our research 
and development contracts. If we do not go beyond the second phase, 
which is only an engineering test model, we would not have to do this. 
If we go into phase 3, which would be user test models, we would be 
getting some drawings and some specs. However, these must go 
through user tests before these are firm. 

Mr. McInarnay. Of course, here we are only talking about items 
on which you wind up with a production contract. So 1 would suppose 
that we could get through with all the other phases in these instances ; 
is that correct ¢ 

Major Jounson. Well, there might even sometimes have to be a 
successor contract to modify the equipment before we can come up with 
a real firm drawing and specs. We never know in the research and 
development field until we have got it field tested. 

Colonel Benr. Mr. McInarnay, I might suggest at this point to get 
Mr. Weseloh in because his engineering is the bridge between R. & D. 
research laboratories and procurement and maybe he could contribute 
something to this area. 

Mr. McInarnay. Well, Mr. Weseloh, the statement was made a few 
minutes ago by Major Adams that on these production contracts you 
do not always have the drawings and specifications available to get 
another contractor to perform. 

Now, my question is: Do not your contracts provide that the R. & D. 
contractor will furnish this data ? 

Mr. WeseLou. Yes; it does. However, the drawings that you receive 
on an R. & D. contract represent the model that comes from that 
contract. Now, this model is subjected to engineering tests, user tests, 
or, as we refer to it, service tests itself, and also to a further review 
and value analysis. 

Out of these three things normally come changes that individually 
may not be great, but when you have enough of them, it makes it 
dificult or virtually impossible to be truly definitive in our procure- 
ment data. We will have a specification which outlines the perform- 
ance that we want. We will have the model which shows what we got, 
and then we will have a list of exceptions which will normally appear 
in the bid or solicitation, which will tell what has to be done to this 
model to make it suitable for use. 

Now, the drawings then serve as information. They help the man 
who runs the first production contract, but we cannot say, “Make it 
just as these drawings say.” You get all of this together, and it be- 
comes extremely questionable whether you could go out on formal ad- 
vertising, and as changes get more and more—well, our procurement 
data get less and less definitive. 

Mr. McInarnay. Somewhere along the line there are specifications 


and drawings that are in comformity with the model before you; is 


that not true ? 


Colonel Bent. If I may interject for a moment on that, Mr. Mc- 
Inarnay, there enters into it a question of whether or not if you go into 
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an IF B and your specifications and data are not firm, then there can be 
a misunderstanding which could lead to nonresponsive bids. We 
certainly want to avoid that. We also want to get equipment to meet 
the requirements of the troops. In the case of less complex items 
from the R. & D. contracts, we do end up, where they have been 
through R. & D. and possibly a second R. & D. to complete the 
work on the test, and specifications can be written. Then we w ill have 
a model and specifications, and we can go out and get competition. 
On some of the more complex things, partic ularly when time is of 
the essence, and we have to buy time, this consideration is the equiva- 
lent of money. 

Now, in some of the more complex items—yes, we have to go out 
on the initial production contract before we have full detailed specifi- 

cations and drawings. 

Mr. McInarnay. But when the R. & D. contractor gives you the 
item, even though there are various other phases it has to go through, 
his specifications and drawings are right up to the moment with that 

model he furnishes, is that not true? 

Mr. Weseton. Yes. 

Colonel Bent. That should be the case; yes, sir. 

Mr. McInarnay. And these are furnished to you? 

Mr. Weseton. Yes. 

Mr. McInarnay. And you say the Signal Supply Agency makes 
changes in the item ? 

Colonel Bent. No. After you get the model, sir, together with 
whatever drawings come off an R. & D. contract, then the equipment 
has to be service-tested and there could be many changes resulting from 
it as Mr. Weseloh indicated. 

Mr. McInarnay. If you make changes in the model, you make 
changes in the drawing, do you not? ‘These things have to keep up 
with each other, do they not? 

Mr. Weseton. No. As it works in practice, the changes are spelled 
out in words rather than in the drawings. 

Mr. McInarnay. The changes you make? 

Mr. Wesevon. Yes. Well, the changes, the sum total of the 
changes, in other words, those requested by the testing activity of the 
user, those that come from the product review would be spelled out 
in words. 

Mr. McInarnay. Do you use exception 161 to give educational 
production runs? 

Mr. Kusuner. We have used exception 16 for what we term pro- 
duction engineering measures, which 1s to develop know-how and pro- 
duction capability in the interest of mobilization planning for certain 
types of items and ¢ omponents. 

Mr. McInarnay. Could you give us some examples? 

Colonel Bent. I would like to ask Mr. Schroeter to cite a few exam- 
ples for you, Mr. McInarnay. 

Mr. McInarnay. C ertainly. 

Mr. Scuroerer.? We have in the past, and still are, as the gentle- 
man said, engaged in such contracts. One was for an alternate sup- 





1 See exhibit H, p. 19. 
2 John H. Schroeter, electronics engineer, U.S. Army Signal Supply Agency. Philadelphia, 
Pa. 





ee ee ee a 


y 


_ 








ut 
he 
che 
rh 


=**9 


rat 


kes 
nith 


ent 
rom 


ake 
up 


led 
the 

F the 
L out 
ional 
pro- 


pro- 
rtain 


‘xXam- 


ent le- 
» sup- 


lelphia, 


GOVERNMENT PROCUREMENT—1960 181 


plier for a tactical teletypewriter equipment which we entered into 
a contract with the Burroughs Corp. ‘This took us out of a sole source 
position for tactical teletype equipment. Now we have an alternate 
supplier. 

There was a quartz-crystal program by which we have developed 
a source of manufacture who is capable of producing all quartz crys- 
tals which would ever be required by the Signal Corps or by the Army 
during mobilization periods. This was required because the quartz 
industry during peacetime was not sufficient to adequately support 
us on a mobilization basis. 

Colonel Bent. Mr. McInarnay, if I may suggest, there are several 
examples cited here in our written submission to the committee. If 
you wish, we can refer to all of them. It is tab 38—J in part 1 of our 
submission. 1 

Mr. McInarnay. You mentioned just a while ago, the gentleman 
in the back, that you developed a second source for a teletypewriter. 

Mr. ScuRoeTER. We developed a second source for tactical teletype- 
writer equipment. 

Mr. McInarnay. Have you bought any of these since you devel- 
oped the second source / 

Mr. Scurogerer. Yes; we have, sir. 

Mr. McIyarnay. What happened to the price? 

Mr. Scuroerer. The price has dropped considerably. 

Mr. McInarnay. ms ould you give us some idea 4 

Mr. Scurorrer. I do not have it here but we submitted a report to 
your committee approximately a week ago breaking this out. 

Mr. McInarnay. This is included in one of those breakouts? 

Mr. Scuroerer. Do not confuse this with breakout as we have been 
speaking about it at other sessions here. Now, there was a report 
furnished to the committee by the agency, | would say about a week 
or 2 weeks ago. 

Mr. MoInarnay. The point is there were substantial savings as the 
result of this ? 

Mr. Scurorerer. This report broke out these items, and many others 
on which we have been able to accomplish a reduction in costs. 

Mr. McInarnay. It occurs to me that this might be an excellent 
way to develop more sources on a lot more items. When your actual 
requirements come in, you are often limited by time and so forth. 
Yet, I see that only 6.3 percent of the total Defense Department nego- 
tiated dollars were spent on exception 16. 

In light of your substantial savings, and so forth, it seems that 
perhaps you could utilize that exception much more than you do. 

Colonel Bent. Well, the Signal Corps is certainly endeavoring to 
push the program as much as possible. If you wish to get the det tails 
on it, Mr. McInarnay, we will be glad to submit a further story. IL 
donot have with me our experts in ‘this particular area.? 

Mr. McInarnay. What do you think about the use of that as a 
method of getting more sources even though there are various other 


factors which would prohibit this at the time you have an actual 
requirement for the field / 


_— 


‘Retained in committee files (‘‘Policies, Procedures, and Programs,” 


’ ams,” submitted by U.S, 
Army Signal Supply Agency, Philadelphia, Pa.). 
See app. TV, pp. 521-527. 
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Colonel Bent. Well, we in procurement are certainly anxious to 
have as many qualified sources of supply for our equipment as possible 
as are necessary for the national strategy and otherwise, and the people 
in our agency who are concentrating on that could give the reasons, 
why we are where we are now. 

Mr. McInarnay. How many dollars has the Signal Supply Agency 
negotiated under 16 ? 

( ‘olonel Bent. I do not have that specific breakdown with me at the 
present time. I will be glad to get it if you wish.’ 

Senator WiitirAms. Off the record. 

( Discussion off the record.) 

Senator WitttAMs. You may proceed. 

Mr. McInarnay. Major Adams, in your use of exception 10, do you 
interpret that to include at the end of the statutory language the w ords 

“by formal advertising” ? 

Major Apams. In the use of exc eption 10% 

Mr. McInarnay. Yes. Where it is impractical to obtain competi- 
tion. Now, do you, in your using that exception, interpret it to mean 
by formal advertising ¢ 

Major ApAms. Yes, sir. 

Mr. McInarnay. I was just wondering how much of your use of 
exception 10 is under the categories where you are authorized to use 
a sole source ? 

Major Apams. I did not understand the question, sir. 

Mr. McInarnay. If you interpret exception 10 to include the words 

“by formal advertising,” this is less of a restriction on competition 
than the use quite often: put on exception 10; is that not correct ¢ 

Major Apams. Yes, sir. 

Mr. McInarnay. What authority does XIII under exception 10 
give you insofar as negotiating that exception due to a problem in 
specifications in drawings ? 

Major Apams. We utilize XIII under exception 10 only where there 
are not adequate procurement data to go out on a formal advertised 
procurement. This does not mean that we have to limit this to any one 
source. It means we may have two or maybe three producers within 
the field who have adequate capabilities which we may utilize under 
this exception. 

Mr. McInarnay. Well, do you interpret that to mean when you do 
not have drawings available, you may use that authority ? 

Major Apams. We have under our procedures certain information 
that we feel necessary before we can open any solicitation up to formal 
advertising. We must have detailed specifications. In addition to | 
that, we must have drawings or a model or a combination of all three. 
Now, unless we have this information, we cannot go out on formal 
advertising. 

Mr. McInarnay. Do you have authority to negotiate when specifica- 
tions and drawings are not available ? 

Major Apams. Yes, sir. 


1U.8S. Army Signal Corps statement, subsequently supplied, follows : 
The net amount negotiated under 10 U.S.C. 2304(a)(16) during fiscal year 1959 was 
$27,253,000. 
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Mr. McInarnay. Is that the authority we are speaking of, XIII? 

Major Apams. XIII under exception 10, this may be utilized in this 

articular case; yes, sir. 

Mr. McInarnay. I was just wondering how that fits in with the 
language of that subsection when it says, “You can use this author- 
ity,” when it is impossible to draft adequate specifications. 

I take it from the things that have been said during the course 
of this hearing, that is interpreted by operating personnel, to mean 
when the specifications and drawings are not available. I do not 
believe that is what your authority says. 

Major Apams. Well, when I say, when you speak of specifications 
not being available, this is not, I do not believe, within the language 
of exception 10, XIII. Where you have specifications, you may have 
specifications but they are not complete specifications. In this par- 
ticular instance you can utilize exception 10, XIII. 

Mr. McInarnay. That does not mean they are impossible to draft, 
does it / 

Major Apams. Normally these specifications have been drafted but 
they are not complete whereby you can utilize them for formal ad- 
vertising purposes. 

Mr. McInarnay. So that you interpret that to mean when they 
are not available? 

Major Apams. No, sir. I say complete specifications may not be 
available. 

Mr. McInarnay. That is what I said, too. 

Major Apams. But it does not mean, when you have, say, complete 
specifications are not available, it does not mean that you cannot 
go out to people within the industry and get competition. For in- 
stance, you might have a number of people who have gone on their 
own and developed equipments within a particular area, and these 
people could be subjected to these limited specifications for a com- 
petitive bid. 

Mr. McInarnay. To what extent do you purchase supplies on 
research and development contracts ? 

Major Apams. I do not deal in research and development at all. 
[only deal in production. 

Mr. McInarnay. Major Johnson. 

Major Jounson. Would you define “supplies” in your question, 
please ? 

Mr. McInarnay. I was hoping you would define it. 

Major Jounson. The only supplies that we ever obtain in research 
and development are normally those incidental to the work that be- 
comes Government property. We do not obtain anything for shelf 
use for research and development contracts, of course. 

Mr. McInarnay. Would spare parts—— 

Major Jounson. This is incidental to field testing, and so forth, 
they are along with the research and development contract. 

Mr. McInarnay. Give us an example of something that you would 
buy and the supplies that you would use it for and how far back 
this goes. 

Major Jonnson. If we have an item that is destined for extensive 
field tests, we, of course, must have supplies that will support this 
for the extent of this field test. We, of course, would buy those with 
it. It must be concurrent in delivery. 

54469—60 13 
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Mr. McInarnay. Could you give us an example? 

Major Jonnson. You mean specific equipment, sir? 

Mr. McIwarnay. Yes. 

Colonel Bent. They are trying to think of a piece that is not classi- 
fied, Mr. McInarnay. 

Mr. McInarnay. In the meantime, do you use blanket purchase 
agreements at the Signal Supply Agency / 

Colonel Benr. I would like to ask Mr. Kushner to reply to that. 

Mr. Kusuner. We use blanket purchase agreements in the form 
of charge accounts in the signal system. 

Mr. McInarnay. Is that what they are normally used for, is that 
what you interpret ASPR 
Mr. Kusuner. Yes, sir. 

Mr. McInarnay. I see. They do not bind you with the contractor? 

Mr. Kusuner. No, sir. 

Mr. McInarnay. What procedures have you got set up to exchange 
technical information with the other two military departments? 

Colonel Bent. Mr. McInarnay, I believe those procedures are at a 
much higher level than we are in the field, and if you wish, we will 
be glad to submit a statement of what they are. We are aware of 
some of them, but rather than give partial answers, I think it would 
be better if we could submit a statement on that.’ 

Mr. McInarnay. Well now, what assurance do you have that these, 
the benefits of these procedures trickle down to where you can get 
this technical information available ? 

Colonel Bent. With reference to the research and development 
contracts, our procurement people at Fort Monmouth depend upon 
the research and development people at the laboratory at Fort 
Monmouth. 

Mr. McInarnay. Colonel Bent, do you have any recommendations 
that you could give the committee on how we could increase competi- 
tion in military procurement and thus give the small business an 
opportunity to compete ? 

Colonel Bent. In our written presentation.2. I think there are some 
15 or 16 items set forth there as to what we are doing at the present 
time to foster competition and also the participation of small business 
in every way that wecan. We press to get competition and to establish 
more than one source, and whenever we run into instances that look 
like a combination of circumstances, one source is getting established 
in the field, we take every action we can to see that that does not 
continue. We do everything within our power to get competition. 

Mr. McInarnay. Mr. Weseloh, do you check the specifications and 
drawings when they come in, and before they are filed ? 

Mr. Wesetou. You are speaking of production contracts? The 
drawings that we buy as part of the first production contract ? 

Mr. McInarnay. ‘Whatever drawings come in that you plan on 

using for subsequent production contracts. 

Mr. Weseton. Yes. We have a three-phase check on the drawings. 
The contract clauses that spell out the drawings require that the 
drawings which we receive in Signal Corps format— incidentally, be 





1See app. XVIII, p. 620. 
* Retained in committee files (‘‘Policies, Procedures, and Programs,” U.S. Army Signal 
Supply Agency, Philadelphia, Pa.). 
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used by the contractor in manufacturing. Now, that is one way of 
limiting errors. In other words, he is actu: illy using them. 

Now, the second check is, and this is in our running set concept, we 
must receive copies and also the Government inspector in the plant 
receives a set of these drawings with the submission of the first produc- 
tion, and the inspector will use the drawings as part of his acceptance 

rocedure. ‘This gives us our second check as to accuracy. 

Now, the third is within the organization which I am part of, and 
that consists more of making sure that the coverage is there. Our 
people spot check, as you can spot check drawings without tearing 
down the equipment and measuring every part, the various tricks of 
measuring the dimensions on all “of the details added up to the 
assembly, ‘that type of thing, on a spot-check basis. 

Mr. McInarnay. But you do not have any way of checking all 
drawings, all dimensions, and so forth, to assure of their accuracy ? 

Mr. Werseton. No. 

Mr. McInarnay. You must at that point to a certain extent rely 
on the contractor ? 

Mr. Weseton. Yes. We believe that our three checks give, say, a 
reasonable assurance of accuracy, at least of any gross inaccuracies. 
I do not believe it is possible for the first time ar ound for anyone— 
Government, industry, or anyone else—to have absolutely perfect 
setsof drawings. This is true anywhere, I believe. 

Mr. McInarnay. To not have a perfect set of drawings? 

Mr. Weseton. A set of drawings without any error on them. 

Mr. McInarnay. Well, how do your inspectors check the material 
at the plant if the drawings are not perfect ? 

Mr. Wesevon. I am speaking of, say, gross errors. There are little 
things that, frankly, a are just alw: ays there, that are missed. 

Mr. McINarnay. I did not realize that drawings were not perfect 
at some point in the procedure. It seems to me if your inspectors are 
going to check, particularly on initial R. & D., when prototypes are 
submitted, every item being checked, is it not true that these drawings 
and specifications must be perfect ? 

Mr. Wesevon. I am speaking of production, and there are provi- 
sions for any error that is found to result in immediate rejection. 
However, you have the human element in all of this, both on the part 
of the contractor and in his own manufacturer. In other words, the 
machinist knows better than to make just exactly as it is. 

Mr. McInarnay. You must have an awful lot of deviations in the 
subsequent procurements where you are using the imperfect drawings 
and specifications. 

Mr. Wrseton. I would not say that we have a tremendous number. 
On the second use, they are rechec ‘ked and discrepancies are, say, 
straightened out, and, of course, this is the proof of the pudding, is 
using them a second time. 

But it is not run 








Mr. McInarnay. By another contractor? 
Mr. Weseton. Yes, sir. 
Mr. McInarnay. In other words, that is the proof of the pudding? 


Mr. Wreseton. Yes. 


Major ApAms. May I add something to this, sir. When you utilize 
these drawings on the future procurement with a model, the responsi- 
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bility of the contractor when he receives the award is to check these 
drawings against the model to make sure that they are compatible, 
and at this point you have the fourth check for these drawings. If 
there is any discrepancy between the model and the drawings, these 
are then ironed out between our field engineers and the contractor 
before they proceed to manufacture. 

Mr. McInarnay. Let us take a 5-minute recess. The Senators will 
be back in a few minutes, and this will give you time to stretch before 
we get into the next inning. 

(Short recess taken. ) 

Senator Lona. I believe it would be best if I excused the panel of 
witnesses at this time. I believe the subject matter has been pretty 
well covered. 

Colonel Bent. Thank you very much. 

Senator Lone. The next witness I will call relates to another sub- 
ject. Is Mr. Peirez of the Viewlex, Inc., here? If any of the wit- 
nesses who have been testifying know something about this matter I 
would like them to stay around. 

Colonel Bent. We will be available, Senator. 


STATEMENT OF LOUIS A. PEIREZ, PRESIDENT, VIEWLEX, INC., 
LONG ISLAND CITY, N.Y. 


Senator Lone. How do you do, Mr. Peirez. Will you identify 
yourself? 

Mr. Perez. Yes, sir. 

My name is Louis A. Peirez, and I am president of Viewlex, Inc., 
at Long Island City, N.Y. 

Senator Lone. 1 remember, Mr. Peirez, that a few months ago you 
testified before this committee. It was our Subcommittee on Monop- 
oly. You testified that the Department of Defense policies relating 
to proprietary rights and taking private patents on the result of Gov- 
ernment-financed research, was injurious to smal] business, and you 
gave your own company as an example of it. 

I understand that you feel that possibly because of your testimony 
before this committee that you have been very much discriminated 
against, and that there have been unreasonable efforts by the Depart- 
ment of Defense or certain officers therein, to make it more difficult for 
you to sell your products—to subject you to far more inspections and 
efforts to throw out your equipment. 

Have you prepared a statement to present your point of view on this 
subject or would you just like to go along informally ? 

Mr. Perez. Senator, I did not prepare a statement, but last night 
I wrote some notes, and I timed the first page, and I don’t think I will 
take more than 7 or 8 minutes of your time. 

Senator Lone. Go ahead. I think that would be the best way then. 

Mr. Petrez. I have tried to condense my remarks, and maybe in 
doing so I may have skipped some of the important things, and if so 
I will be glad to elaborate. 

Senator Lone. All right. 


1 Hearings, Dec. 8, 9, and 10, 1959, on “Patent Policies of Departments and Agencies 
of the Federal Government,” 86th Cong., 1st sess. 
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Mr. Peirez. I appeared before your Subcommittee on Monopoly 
in December 1959. My appearance was the result of a request 
by Mr. Ben Gordon, a staff economist of your committee. This was 
based on correspondence between my company and the Small Busi- 
ness Administration. Jam not apologizing for testifying before your 
Monopoly Subcommittee in December. 

Senator Lone. Mr. Peirez, permit me to say that subsequent to 
your testimony I have come across a substantial number of business- 
men who agree with the position that you took. Some of them may 
not want to say it publicly, because they may feel that they would be 
subject to reprisal or something of that sort, but they agreed with you. 
I also have come across a number of former contracting officers who 
agree With your position ; so there is nothing unsound about what you 
had to say from the point of view of a great number of people with 
whom I have discussed this matter. 

Mr. Perrez. Thank you; I am flattered. 

Anyway, as I said, I am not apologizing for appearing then, Sena- 
tor, nor today. Asa matter of fact, to the contrary, I am proud of the 
opportunity to present the views of at least one small business concern. 

ven more importantly, I am sure you will agree, is the necessity 
to make certain that small businessmen and, for that matter, everyone 
else, can come before their elected Congressmen or Senators and ex- 
press their opinions without fear of reprisals. Parenthetically, I 
would like to add that expressing opinions, even if the opinions are 
wrong, so long as they are honest, should receive the same considera- 
tion. 

Briefly, in June 1958 we received an RFQ for 720 cameras of the 
KA-20 type. 

It should be noted that we in the industry, in general, were aware 
of the need of such cameras by the Combat Surveillance System of the 
Signal Corps for several years; that the cameras had been developed 
and purchased for more than 4 years on a sole source basis, and that 
the Signal Corps contemplated a purchase of a large quantity, both 
numerically and dollarwise on a sole source basis. 

The request to purchase on sole source had been denied, and a crash 
program was effected to purchase by negotiation. 

After several weeks of rather hectic negotiation—— 

Senator Lone. Mr. Peirez, if you do not mind and do not object, 
I would just as soon take this testimony under oath—both you and 
the succeeding witnesses. Would you mind being sworn ? 

Mr. Perez. No, sir. 

Senator Lona. Do you swear the testimony you give here is the 
truth ? 

Mr. Petrez. I do. 

_ Senator Lone. Let the record show that Senator Long and Senator 
Schoeppel are present. 
Go right ahead, sir. 


TESTIMONY OF LOUIS A. PEIREZ—Resumed 


Mr. Petrez. Thank you. 
After several weeks of rather hectic negotiations we were awarded 


a letter contract as of June 30 for 355 cameras of the KA-20 day 
type. 
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We obviously were aware of the initial requirements, the balance of 
some 365 cameras, as well as further camera requirements of exactly 
the same type. 

Therefore, we did everything humanly possible to satisfy Combat 
Surveillance System, and for two very important reasons: 

One, our obligations under the existing contract and, obviously, our 
desire to obtain additional contracts for the balance of the 
requirements. 

It should be carefully noted, please, that the proper agency to pro- 
cure these cameras was the Air Force at Wright-Patterson. But that 
special permission was granted to the Signal Corps on behalf of 
Combat Surveillance System, to make the one purchase in June of 1958, 
to avoid delays in the Drone program. It was common knowledge 
that future procurements would be through proper channels of the 
Air Force and on an IFB basis. 

Senator Lone. Would you please be more explicit about that, be- 
cause I do not understand all this business as well as you do. You 
are doing business with these people. You say that this was material 
being purchased for the Air Force but it was being purchased by the 
Signal C orps? 

Mr. Perez. It was material required by the Signal Corps, Combat 
Surveillance System. But under the DOD rules, Air Force (the Aero- 

nautical Systems Center) at Wright-Patterson are the ones that were 
delegated to purchase such equipment. 

Now, the first order, as I explained previously, the Signal Corps 
was given special permission to purchase it for a number ‘of reasons, 
and I think they will develop rather quickly, as you will see, and some 
of the information is in your files. Naturally, we followed the poten- 
tial volume of this business thoroughly. 

Sometime in October 1958 we were completely stymied in obtaining 
any procurement data. We did, however, learn by our own methods 
that Signal Corps would again purchase cameras and decided to 
keep close contact with all concerned. 

Since the second lot of cameras were to be for both day and night 
use 

Senator Scnorrrent. Mr. Chairman, I would like to ask a question. 

You say you were stymied in obtaining the procurement data. Will 
you elaborate on that briefly, or do you cover it later in your 
statement ? 

Mr. Prirez. We called on the Air Force procurement people at 
Wright-Patterson. They said: “We know of such procurement but 
we cannot give you any information now. 

Senator Scuorrren. In other words, did that cover the specifica- 
tions and all the details, intricate details, of it? 

Mr. Perrez. That is what we were trying to obtain, and were un- 
able to obtain, sir. 

Knowing of these requirements, we designed the initial camera for 
day use, but with the nec essary modifications and changes for night 
use available, so that there would be no loss in time and, more Im- 
portant, so that we, our company, would be extremely competitive. 

For example, we designed a vacuum valve and motor in conjunction 
with Lear (Romec) and gave this information to the Signal Corps 
personnel; we advised all concerned as to what we were ‘doing. 
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We offered to convert the day cameras to day and night on a 
block system, or in any other manner that would best suit the need of 
Combat Surveillance System. 

Despite the fact that we were unable to obtain necessary technical 
information; that is, drawings, camera mounts for test purposes, and 
so forth, we proceeded to design and manufacture. 

The records will prove clearly that we wrote, we telephoned, we 
sent representatives to the agencies, we offered to pay for flights, for 
crew costs in order to obtain necessary engineering data which were 
not available in the specification requirements. 

(Senator Williams is in the committee room.) 

Mr. Perrez. Late in 1958 we were advised that a briefing meet- 
ing would be held at Fort Monmouth to permit selected bidders to 
familiarize themselves with the KA-20 day-night camera. Inci- 
dentally, this is the balance of that 720 units. 

Preparatory to submitting such proposals on a negotiated basis with 
a price redetermination clause, we were advised that such a briefing 
meeting would be held. 

At this meeting we officially protested to the contracting officers, 
to the legal people there, to all the representatives there, and ex- 
pressed our unequivocal opinion that this bid should be on a competi- 
tive [FB basis. 

Please bear in mind that a KA-20 day-night camera was available 
for bidding purposes. It was shown at the briefing meeting that 
three sets of Viewlex drawings—and I want to avoid any confusion— 
these were not complete nor reproducible, but they were drawings for 
provisioning which had been submitted and accepted by 
SIGFM/ES/MLM-6 as of December 7, 1958. 

Senator Scuorrrer. Mr. Chairman, might I interrupt to ask this 
question. You said that you made protests ? 

Mr. Pertrez. We did, sir. 

Senator Scnorrret. Timely? Were those protests in writing or 
were they oral protests ? 

Mr. Prmez. Both, sir. At the briefing meeting we called them— 
we made them orally, and I would like to state that the representa- 
tive of Fairchild Camera agreed with us and made the same oral pro- 
test. I don’t remember the name of the other company that was there 
which agreed with us. 

We subsequently followed these protests up in writing, sir, and we 
have all of this documentation. However, we did bid under protest 
because we still wanted this order. 

Our insistence on IFB was predicated on our knowledge, which led 
us to believe that we were up against, if you don’t mind the expres- 
sion, a “stacked deck of cards.” The events bear this out. 

We submitted our bid, we were low bidders. Others were given an 
opportunity to rebid. Our bid was held to be ambiguous. Again bids 
were reevaluated, et cetera, et cetera. 

Senator Lona. You say others were given an opportunity to rebid, 
you mean they threw out the bids and asked for new bids? 

Mr. Prrrez. No, sir; they did not throw out the bids. Our bid was, I 
don’t remember the exact amount, so I will say X dollars. As I indi- 
cated previously, the Signal Corps people insisted on a negotiated 
basis with a price redetermination clause. 
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It is our preference to bid on a firm fixed-price basis. I am as 
convinced as any man can be, and I know you gentlemen know that 
the Government fares best on an IFB firm fixed-price basis, and I 
don’t know, but I can find rule after rule in the many books written 
around this, and I would be glad to supply the information if you 
want it. 

When we submitted our bid we submitted it on a fixed-price basis 
and said: “If you insist on a price-determination clause we will give 
it to you, and there will be a 10- percent spread between target and 

ceiling,” which is the normal standard procedure. 

It was held by the Signal Corps people at Philadelphia that this 
was ambiguous and, therefore, others should be given an opportunity 
to bid again. This was, without a question of doubt in my mind, un- 
fair, but this is what happened, and we did not change our bid price, 
We sat with it. 

Peculiarly enough, it appeared that sitting with our initial price 
still kept us low, and, finally—the reasons I prefer to read from the 
scratch notes is so that I will not digress nor lose my patience or 
temper about this because every time I think of what actually hap- 
pened I begin to boil. 

F inally, : a Saturday—peculiar though it sounds, and you will find 
many peculiar things existing here—a Saturday was established or 
set aside for me to visit Philadelphia, clean up the cost analyses which 
were required, and to wrap up the order. These were the words that 
were told to me. 

I appeared on Saturday and found out that a competitor was 
waiting in the hotel next door until I got through with my wrap-up. 

Mr. "Mc Inarnay. Mr. Peirez, would you give us the details of what 
you just said, I mean, how did you find this out ? 

Mr. Prrrez. My appointment was at 1 o’clock. I walked in about 
2 minutes of 1, this being a Saturday, and the guards were in the 
building waiting for me. I walked in and I asked for the gentleman 
involved, a Major Gibson. I was then asked, “Wait a minute, are 
you from XYZ Company?” I pretended not to quite understand the 
question and he then said, “Well, you are supposed to wait next door 
until we call you.” 

And again I said, “Well, I thought I was due in here at 1 o’clock,” 
and the other guard replied, “Wait a minute, what’s your name?” 

I saic , “Peirez,” and he replied, “Oh, forget what we said. You are 
supposed to go upstairs.” 

Itisassimpleasthat. That is how I found out. 

Senator Lone. What was the competing firm ? 

Mr. Perrez. The name? 

Senator Lone. Of the competing firm ? 

Mr. Pemez. Chicago Aerial Industries, sir. 

Senator Lone. Did you later check and confirm that there was 4 
representative of the Chicago Aerial Industries in the vicinity ? 

Mr. Perez. I think we have the proof that they were there, sir. 
The following Monday and Tuesday, and I think it was Wednesday, 
we telephoned 

Senator Lone. Let me ask you this question: Was Chicago Aerial 
Industries to have been the sole source on the negotiated basis to begin 
with % 
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Mr. Perrez. They have been sole source on the KA-30 camera. I 
don’t think they have ever been sole source on the KA-20. 

Senator Lone. Have they manufactured any of these items under 
the contract ? 

Mr. Petrez. I understand that they have already delivered. There 
are some problems with the camera that they have delivered. 

Senator Lone. Was Chicago Aerial Industries the firm with whom 
the Signal Corps had anticipated negotiating for a cost-plus con- 
tract 

Mr. Petrez. I would not like to say the Signal Corps. Based on 
the things that I know now and the things that have developed here 
in the last few days—and some of them I want to point out—I would 
say that there were two men in Combat Surveillance System, two mili- 
tary men, that were handling this as they wanted to, for whatever 
reason I don’t know. 

Senator Lona. I see. 

Mr. Petrez. I have my own ideas as to the reason. 

Senator Lone. Go ahead and proceed in your own way. I am 
afraid I am forcing you to digress. 

Mr. Perez. That is all right, sir. 

As I say, sir, we telephoned Monday, Tuesday, and Wednesday— 
I did this personally. I spoke to Major Gibson and was told that an 
award was due, a letter of contract would come out. 

Several days later we found out that a letter of contract had been 
issued to a competitor. It was Chicago Aerial Industries, inciden- 
tally, since you have asked for the name and I have mentioned it. 

We followed this matter up. We tried very hard to get the facts, 
but we were unsuccessful. Here is another peculiar incident. Major 
Gibson was transferred to Korea, and this certainly did not help us 
get any informati ion. 

Mr. Chairman, please note that we did not come to Congress, we 
did not discuss this matter at any time, or with anyone other than 
the proper Signal Corps personnel. 

I think we are big enough to go right to the people involved and 
talk to them, despite the fact that we made no headw ay. We still 
hoped that we could resolve this somehow and, frankly, we knew that 
if there were no other means by which we could resolve this problem, 
time would resolve it for us, because time has a habit of moving the 
military people from one area to another, and we knew that sooner 
or later we would get out fr om under. 

Cameras were produced and delivered by us in June, July, and 
August of 1959. We telephoned and wrote to every using agency that 
we could locate— 

Senator Lone. Let me see if I can get this straight. Did you even- 
tually get the contract? 

Mr. Prirez. The first one in June of 1958. 

Senator Lone. That is the one you are talking about when the 
other people were supposed to show up at the same time? 

Mr. Prrrez. No, sir. That was the second contract which was 
awarded sometime in March 1959. 

Senator Lone. Who got that one? 

Mr. Prtrez. ‘hicago Aerial Industries. 
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Senator Lona. Isee. Did they get it at a price that was higher or 
lower than your price? 

Mr. Prtrez. I don’t know, despite the rulings that I have heard here 
in the last few days about supplying information to competitive 
bidders; that is, the bidders or offerers that were not successful, I 
was unable to obtain this information. Incidentally, I knew of this 
rule as of last June, too, and I know that under this rule the unsuccess- 
ful bidders should be told the name of the successful bidder, the quan- 
tity, the price, et cetera. I was unable to obtain it. I still don’t have 
this information. 

Senator Lone. I am surprised that you were not able to get that. 
I usually have been able to get that kind of information for constitu- 
ents so that we can take it up with the military and attempt to deter- 
mine whether the contracting officer had accepted the bid most advan- 
tageous to the Government. 

You say you were not able to get it? 

Mr. Petrez. Well, our ego has been deflated, Senator. We thought 
we were big enough to handle this ourselves, and we found out how 
small we are. 

In any event, Senator, as I say, we delivered these cameras and, as 
they got out into the using agencies, we offered to send Viewlex per- 
sonnel to these various areas for instruction, for guidance, and to help 
with any problem they may have on the new item. 

Incidentally, this is Yuma, Carson, Colorado, Huachuca, down at 
the Mexican border, and Van Nuys, which is the plant of the prime 
producer of the SD-1 Drone. 

This is not just idle talk. I have a complete record of dozens of 
phone calls to these agencies, the names of the gentlemen I spoke to, 
copies of letters to every agency, and Combat Surveillance System, 
stating that we want to do this, and we were unable to find out who, 
when, where, or why. 

In September of 1959, we visited Huachuca personnel and we did it 
because there was one UER, and from Yuma the personnel called me 
and told me—I am sorry, Huachuca—that they were discouraged and 
they said, “You ignore the people at Huachuca. You go up to Yuma, 
Carson, Colo., and to Radioplane.” 

We did this because, as I say, because we heard of some camera 
problems in Huachuca and Huachuca only, and we wanted to investi- 
gate, despite the many assurances of satisfaction already given us. 

On September 21 we attended a high-level Government meeting in 
Washington. Incidentally, I had to make a half dozen calls to be 
invited to this high-level meeting, to which every contractor that had 
anything to do with this program was invited, and it seems we were 
left out inadvertently, I am sure; just another peculiar coincidence. 

Some decisions were reached at this, and they were rescinded within 
a few days because the competitor that had the other contract was 
unhappy, and all of this is recorded and documented, and I wrote it 
up and sent it to everybody involved. As indicated previously, Mr. 
Geatien of your staff, Senator Long, contacted us. 

Apparently your committee began to call for information and 
recotie. Now we began to get calls from friends, and they are friends, 
in various Government circles, advising us to lay off. 

I told Mr. Gordon of this, and he assured me that no one would dare 
to persecute a witness. 
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In any event, my moral obligations, my obligations to approximately 
150 employees and their families, and my sense of duty impelled me to 
appear in December before you, Senator. 

We began to hear rumblings of trouble with cameras; cameras in- 
spected, accepted, shipped and used; we received visits from Quality 
Assurance representatives; we tried to get specific information, we 
were unsuccessful. 

But bits of information here and there confirmed our belief that two 
high-level military men in Combat Surveillance System were unhappy 
with any contractor other than one specific contractor. 

On January 14 and 15, 1960, a four-man team, Major Bonucci, a 
qualified engineer to advise Major Bonucci—Major Bonucci was then 
the contracting officer—the project engineer and a Quality Assurance 
representative again made a thorough survey. Please bear in mind 
at this time we delivered practically the complete contract. Cameras 
were in the field being used, and these people were still making surveys. 

We suspected some of the problems. We knew there were critical 
letters and reports about Viewlex. We tried to get definite informa- 
tion and copies, but we were unsuccessful. 

At this stage we pointed out that there was only one UER (unsatis- 
factory equipment report). 

Senator Lone. We have some material here which I think should go 
into the record at this point. 

(The documents referred to follow :) 


Exuisit XI 


Documents relating to Unsatisfactory Equipment Report (UER). 


TO UEPSIGISOG DA WASH. D.C. 
INFO RUIMFM/CGUSCONARC FT., MGMROE VIR. 
RUEPC/CGUSACMBTSURVEILLANCEAGCY WASH, D.C. 
RUEGLZ/COUSASIGEOPSPTAGGY FT. MONMOUTH, N.J. 
DA GRMC 
BT 

UNCLAS FROM SIGPG-TASM-38-84 FOR SIGPD: CG USCOMARC FOR 
ATSIG-DO AND ATTNG-TNG, CO USASISA FOR SIGFM/IS-PFD- 


Camera, still picture, type KA-20A is proving unsatisfactory at combat sur- 
veillance and target acquisition training command. Eight normal drone flights 
with four cameras have resulted in the following deficiencies apparently due to 
material failures and design, fractured lens mounts, warped base plates, mount- 
ings too fragile, shutter drive binding, shutter drive housing warped, camera 
body moves during operation resulting in unsatisfactory picture, filter image 
spot too dark and too small, film drive motor runs CFM 09-94 SIGFM/ES 
PFD-1 KA-23A. 


PAGE TWO RUMSM 29 


Uncontrolled in 499 IMG setting, recommend further issue of these cameras 
be suspended until these deficiencies are corrected. Unsatisfactory equipment 
report follows. A camera is available at combat surveillance and target acquisi- 
tion training command for shipment with the unsatisfactory equipment report 
as an exhibit if desired. 


COUSASIGSUPAGENCY, Philadelphia, Pa. 
Chief, New York Air Procurement District, New York 3, N.Y. 
For: MAHYQ. 
From: SIGSU-H4d. 
Re Sig C PO 680-PM-58-93-B4 placed with Viewlex, Inc. Lic N.Y. for 355. 
Each camera, still picture KA-20A, FSN 6720—-577-4944. CG USCONARC, 
reports following deficiencies in field use: Fractured lens mounts, warped base 
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plates, mountings too fragile, shutter drive binding, shutter drive housing 
warped, camera body moves during operation, filter image spot too dark and 
too small, film drive motor runs uncontrolled in 400 IMC setting. Sig C lab 
personnel investigating at site and UER will follow. Recommend extreme cau- 
tion be exercised by AFQCR at plant to insure contractual compliance on balance 
due on contract. 

CC: SIGSU-H4a. 

Mr. I. T. Shapiro advised Mr. Jessel on October 30 that AF had been ad- 
vised and that QAED was investigating the case.—J. Dreyton, 10/30 

Dreyton/rq. 

FRANK PRINA, 
Deputy for Quality Assurance. 
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Mr. Perez. We wrote therefore to Major Bonucci requesting such 
information. He was very gentlemanly about it at all times. He 


indicated he had letters, reports, and so forth, but would not and could 
not show them to me. 


When we wrote to him he replied, and it is a very brief note, and 


I would like to read it to you; it is dated January 28, 1960. (See 
exhibit XIV, p. 201.) 


This is to acknowledge your letter dated January 26, 1960, regarding the 
alleged deficiencies noted on a few KA-20 cameras manufactured by your com- 
pany under order number, and that is blank. 

The undersigned agrees that your company should be made aware of any 
deficiencies noted under laboratory test conditions or as a result of operational 
experience in the field. Whether such information takes the form of a UER 
action or a narrative report should not make any difference. The undersigned 
agrees to make available to you Mr. ——— (mentioning the name of the 
quality assurance representative) findings as a result of his inspection at 
Radio Plane and our Sacramento Depot. Sincerely. 





A very peculiar thing again. Shortly thereafter Major Bonucci 
was transferred to Europe in this particular case, and I do think it 
was at his own request but, however, he was transferred to Europe. 

Now, I am just about finished with the exception of one item. 

Again, we sent a team off to Van Nuys, Galif., and Sacramento, 
Calif., to work with Philadelphia Quality Assurance people to make 
certain there were no camera deficiencies. 

We are proud of the cameras we have produced. We have given 
Mr. McInarnay a copy of the final report? (I hope it is final this 
time) of the Quality Assurance people. It itemizes what they found 
on a 100-percent inspection. 

Finally, I want to bring this point to your attention, Mr. Chairman, 
and I know that this is something that you can place no other inter- 
pretation on except that which we place on it. We became aware of 
a letter written to the Chief Signal Officer by an executive officer. 
You have it in your file* I would like to read portions of it. It 
states : 


Consequently, the camera damages which resulted from use of the ABC mount 
are considered irrelevant to this problem. 


In other words, the report made by Quality Assurance people that 
our cameras were satisfactory means nothing; it is irrelevant. 
The letter goes on to say: 


In view of the number of discrepancies discovered in this small sampling, it 
is deemed imperative 


and I am no longer reading out of the context— 


it is deemed imperative that immediate action be taken to effect a 100-percent 
inspection of the approximately 140 KA—20 cameras now on hand at Sacramento 
Signal Depot and 50 cameras still to be shipped by the manufacturer, Viewlex 
Corp. Further, it is the opinion of this agency that any reliable and competent 
American manufacturer will stand behind his product and correct any deficien- 
cies without additional cost. Thus, this agency disagrees with the conclusions 
reached by Mr. Spolan in his report in that they are not far reaching enough. 


I would hate to read into this letter what is meant by “an American 
company” or “a competent company,” in view of what we have done. 


I leave it to your judgment, particularly when you hear what else 
follows in the same letter. 





1 See exhibit XXIII, p. 251 (Regan letter). 


) 
2 See Colonel Price’s letter, exhibit XII, p. 199. 
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Senator Lone. Let me see if I understand what you are saying up 
to now. 

Does that letter state that an inspection made for the Signal Corps 
or for some other branch of the Defense Department, finding your 
equipment to be up to required specifications and standards, is irrele- 
vant and not to be considered ? 

Mr. Perrez. That is exactly what the letter says, but it goes on to 
say more. (See exhibit XII, p. 199.) 

Senator Lona. Do the discrepancies to which that letter makes ref- 
erence in the so-called samplings, are they specified as to what dis- 
crepancies or shortcomings were found in your equipment ? 

Mr. Perrrez. Not in this letter, sir; but there are reports, of course, 
which itemize everything. 

Senator Lona. Yes. 

What kind of shortcomings were those that were found to exist in 
your equipment ? 

Mr. Perez. Well, we have a complete report and an analysis of 
our own. You have a copy of it. We got it recently, I think March 
26, the final report Sacramento, Van Nuys. I think you will find we 
have met specification requirements and that the camera is satisfactory. 

I might point out that to the best of my knowledge, and I think it 
is very reliable, it is the only camera operating today in the Drone 
system. The 39 has not yet been released for one reason or another. 

As recently as 2 weeks ago there was quite a writeup in the New 
Jersey papers indicating how wonderfully well the Signal Corps 
School was doing with the cameras, and these are Viewlex cameras. 
These cameras have flown in Korea; they have flown in Europe; they 
have flown in Carson, Colo.; and in Yuma, Ariz. As I say, there is 
only one UER to date. 

Senator Lone. What do you mean by that? 

Mr. Perrez. Unsatisfactory equipment report. 

Senator Lone. Against you? 

Mr. Perrez. On the cameras. That is right. 

The only place that seems to have any trouble with the cameras is 
Fort Huachuca. To me this is rather easily understandable. 

Senator Lone. Why is that easily understandable ? 

Mr. Perrez. Sir, it would take me several hours to develop that one, 
and I will be glad to if you want me to. 

Fort Huachuca and the two gentlemen that I am convinced are the 
source of the problems, as far as we are concerned, are rather close. 
That, in essence, very briefly is the situation. But I would be glad 
to answer the questions. 

May I just finish the last paragraph in this letter ? 

Senator Lone. All right. 

Mr. Petrez. The last paragraph in the letter reads, and I read it 
exactly as it is in here: 

During the course of the inspections and corrective actions to be taken as 
indicated above, it is desired that appropriate records of the deficiencies noted 
be kept. These records should be used as a basis for determining the suitability 
of awarding any future contracts to the Viewlex Corp. 

The last paragraph is a request that this agency be kent advised 
concerning actions taken. This letter is signed by H. C. Price, lieu- 
tenant colonel, Signal Corps, executive officer. 
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I wanted to talk with Colonel Price, and another coincidence, he 
has been shipped to Korea. 

Now, peculiar enough, from what I have heard of Colonel Price, 
and I have never met the gentleman, I am convinced as any man can 
be that he was not the writer of this letter. Unfortunately I cannot 


go to Korea to ask him. I leave it to you, gentlemen, to decide what 


you think of a letter of this type, and whether or not reprisals have 
been taken for my appearance before your committee in December. 

Senator Lone. We will insert in the record at this point the full 
text of the letter from Colonel Price, referred to by Mr. Peirez; also 
we will include letter dated January 26, 1960, from Viewlex Corp. 
to the U.S. Army Signal Supply Agency, Philadelphia, Pa.; and 
letter from Maj. Lino Bonucci, Signal Corps Contracting Officer, to 
Viewlex, Inc. 

ExuisiT XII 


LETTER SIGNED BY LT. COL. H. C. PRICE 


COMBAT SURVEILLANCE AGENCY OF THE ARMY, 
January 11, 1960. 
SYGCB-—4b 
Subject : Deficiencies in Camera KA-20A. 
To: Chief Signal Officer, Department of the Army, Washington 25, D.C. 
Attention: Chief, Procurement and Distribution Division. 

1. Reference report by Mr. Jay Spolan, USASSA, concerning investigation of 
KA-20A cameras at Yuma Test Station, USAEPG, dated 7 January 1960. 

2. Analysis of referenced report by this Agency is based on the premise that 
the end result required is to get into the field a reliable camera capable of pro- 
ducing pictorial imagery having a print resolution of 15 lines per millimeter or 
better. 

3. Consequently, the camera damages which resulted from use of the Hycon 
mount are considered irrevelant to this problem and since the mounting prob- 
lem appears to be solved, attention is now directed to the deficiencies found in 
the cameras per se. Of the 17 cameras inspected by Mr. Spolan, 2 serious 
discrepancies common to all were noted. (Lateral alinement of gears and over- 
sized camlock shoulder plus other minor deficiencies. ) 

4. In view of the number of discrepancies discovered in this small sampling, 
it is deemed imperative that immediate action be taken to effect a 100 percent 
inspection of the approximately 140 KA-20A cameras now on hand at Sacra- 
mento Signal Depot and 50 cameras still to be shipped by the manufacturer, 
Viewlex Corp. Further, it is the opinion of this Agency that any reliable and 
competent American manufacturer will stand behind his product and correct 
any deficiencies without additional cost. Thus, this Agency disagrees with the 
conclusions reached by Mr. Spolan in his report in that they are not far reaching 
enough. 

5. Therefore, to accomplish the objective of getting a good camera in the 
AN USD-1 Drone surveillance system, and in order not to delay the current de- 
livery schedule to field units (36 cameras in February 1960), the following course 
of action is indicated : 

(a) Cognizant agencies (USASESA, USASSA, and Viewlex Corp.) take im- 
mediate and appropriate action to accomplish an on-the-spot inspection and 
retrofit project at Sacramento Signal Depot and at the Viewlex and manu- 
facturing plant. This project is for the purposes of correcting those deficiencies 
already discovered and such others as may be found in a 100 percent inspection. 

(b) That the filters on these cameras also be inspected and if found defective, 
be immediately replaced. 

(c) That, based upon the magnitude of deficiencies found and experience 
gained in correcting same during the aforementioned inspection and retrofit 





1Lt. Col. Richard H. Maerz, U.S. Army Combat Surveillance Agency, prepared letter 
of January 11, 1960, for signature of Lt. Col. Price. (See exhibit XVII, p. 238.) 
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project, appropriate instructions be issued to CONUS and Oversea Signa] 
Repair Facilities or to using units if possible, to accomplish the necessary cor- 
rective measures on all KA—20A already in the field. 

6. During the course of the inspections and corrective actions to be taken 
as indicated above, it is desired that appropriate records of the deficiencies 
noted be kept. These records should be used as a basis for determining the 
suitability of awarding any future contracts to the Viewlex Corp. 

7. Request that this Agency be kept advised concerning actions taken. 

H. C. PRICE, 
Lieutenant Colonel, Signal Corps, Executive Officer, 
Combat Surveillance Agency, Devartment of the Army 
(For the cummunder), 
Copies furnished : 

P. & D. OCSigO (3). 

Mr. Myers. 

Mr. Dula. 

Mr. Jacobs. 


Mr. Perrez. I will be glad to answer any questions or supply you 
with any information you want. 

Senator Lone. If I understand your position, you say that you had 
only one unsatisfactory report, and that comes from the same source 
you mentioned, and that the cameras have been found satisfactory in 
all other places ? 

Mr. Perrez. That is right, sir. 

Senator Lona. As I understand you, you say that each one of your 
cameras was required to have a detailed inspection ? 

Mr. Perrez. After inspection at our plant by proper inspection 
sources, Government sources, delivery to the various depots, specified 
in the contract, some of the cameras already in the field and used, 
it was ordered, after my appearance before your committee in De- 
ne gt that every Viewlex camera in every depot and wherever it 

vas available be given a 100 percent inspection. 

Senator Lone. How many cameras were there ? 

Mr. Petrez. The total contract was 355. Forty-some, in round fig- 
ures, let us say 50, all told, maximum, were inspected because they 
had not yet been shipped. 

You must bear in mind, I think there were 48 in Korea. I don’t 
know how many were in Europe, but I would say well over 200, were 
again reinspected, 100 percent, and we had a 2-man team out working 
on it, too, to make sure that everything was right. 


Exuisit XIII 


LETTER FROM VIEWLEX, INC. 
JANUARY 26, 1960. 
Subject : KA-20 camera order No. 680—PM-—58—93-B4. 
U.S. Army SIGNAL SuPPLY AGENCY, 
Philadelphia, Pa. 
(Attention of SIGSU—M5de~+4, Maj. Lino Bonucci). 


GENTLEMEN: You will recall attending the last day of the conference held 
at our plant Friday, January 15, at which time you, Mr. J. Spolen of Quality 
Assurance Engineering Division, Mr. Scott of your office and Mr. Barbaccia of 
USASESA, discussed the various correspondence, interoffice note memorandums, 
and opinions regarding inspection and utilization of the KA-20 cameras. 

Apparently that diversity of opinions resulted in your subsequent telephone 
calls indicating that a possible joint inspection by Viewlex personnel with Mr. 
Spolen might be desirable. You will recall that in a telephone discussion with 
you and Major Walluch it was decided that you would get a final decision from 
P. & D. in Washington. Subsequently you advised that Mr. Spolen would start 
his inspection at Van Nuys and Sacramento on January 25, make reports to you 
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and that you would keep us advised with the viewpoint toward our sending View- 
lex personnel to either Van Nuys or Sacramento if the results warranted such 
mutual inspection. 

In view of the various notes, letters, comments, and statements made, we 
request that copies of all reports made by Mr. Spolen or anyone else making 
the inspection or looking into the matter be forwarded to us. Receipt of this 
will eliminate any possibility of our not being aware of what is occuring such as 
we clearly indicated to you when we told you that officially we knew of only one 


UER. 
Very truly yours, 
VIEWLEX, INC., 
Louis A. PEIREz. 


‘XHIBIT XIV 
LETTER TO VIEWLEX, INC., FROM MAJ. LINO BONUCCI 


U.S. ArMy SIGNAL Suppry AGENCY, 
Philadelphia, Pa., January 28, 1960. 
VIEWLEX., INC., 
Long Island City, N.Y. 

GENTLEMEN: This is to acknowledge your letter dated January 26, 1960, re- 
garding the alleged deficiencies noted on a few KA-—20 cameras manufactured by 
your company under order No. 680-PM-—58—93-B4. 

The undersigned agrees that your company should be made aware of any 
deficiencies noted under laboratory test conditions or as a result of operational 
experience in the field. Whether such information takes the form of a UER 
action or a narrative report should not make any difference. 

The undersigned agrees to make available to you Mr. Jay Spolen’s findings as 
a result of his inspection at Radioplane and at our Sacramento depot. 

Sincerely yours, 
Lino Bonvucct, 
Major, Signal Corps, Contracting Officer. 

Senator Lone. Let me see if I understand that. You had to stand 
behind a reinspection of every piece of equipment that you had sold 
to the Government, if I understand you correctly, both the equipment 
that you had in your own plant and that which was already in the 
field ? 

Mr. Perrez. Correct, sir. 

Senator Lone. ‘Throughout the entire Nation ? 

How many of those pieces of equipment did they find to be defec- 
tive? 

Mr. Prrrez. My recollection is that there were two pieces that we 
would consider our problem. I think I gave Mr. MeInarnay the 
letter, if I could refer to that I could give you specific figures. 

This is a report dated March 21, 1960.1. It is a four- or five-page 
report from Quality Assurance people, or rather it is an excerpt from 
the report of the Quality Assurance people because we insisted on 
knowing what had happened to these cameras. 

The summary here says: 

One hundred and fifty-five KA-20 cameras were inspected. One hundred 
and thirty-nine were approved on initial inspection. 

Please bear in mind I am reading from Signal Corps report, not 
ours. This is what he found. The combined defects found were 
as follows: 

Oversized Dzus fasteners, 11 cameras. Defective shutter counter, 1 camera. 
Film remaining indicators, 3 cameras; IMC detention action, 2 cameras; dam- 





1 See Regan letter, exhibit XXIII, p. 251. 
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aged rear lens cover, 1 camera; information data strip broken, 1 camera; 1 
modified lens filter, 12 cameras. 

Then there were 70 more inspected, and there was no problem. 

I would like to explain this very quickly. The first item of over- 
sized Dzus fasteners was absolutely beyond our control. The mount 
was not proper. The mount has since been discarded and a new mount 
put in there. 

For your information we supplied 310 or 320 sets of Dzus fasteners, 
at no charge for replacement, not bec ‘ause we thought we were wrong, 
and we stated so, but because we think it is good business. 

Senator Lone. You do not make the mount, is that correct ? 

Mr. Petrez. We had nothing to do with the mount. We never did 
make the mount. We were unable to obtain a mount for test pur- 
poses until after cameras were delivered and some of the troubles de- 
veloped, and then only by picking it up out at—I have forgotten 
whether my men got it at Huachuca or Yuma—but I can get it for 
you if you wish. 

Senator Scnorrren. Mr. Chairman, I would like to ask a question 
in reference to those mounts and intricate details as to how this parti- 
cular piece of equipment would be mounted on the mount, did you 
receive specifications and plans with reference to that ? 

Mr. Perrrez. The specifications for the camera specified the type 
of mount to be used, stated that it was GFP (Government-furnished 
procurement), that we would receive mounts when we were ready to 
test cameras. 

The mount, for one reason or another, was unavailable—the Signal 
Corps people will tell you so. We were unable to get that mount. 
We got another mount which is used in the L-19 aircraft, but not in 
the SD-1 Drone, and the project engineer imposed—and this is not 
by way of complaint, sir, I think it was good judgment on his 
part—he imposed stronger testing requirements, for example, 25G, 
he insisted on witnessing these at outside laboratories, because the 
mount was not available, so that at no time was the mount used in 
the SD-1 drawing available to us until after deliveries had been 
started and were well underway. 

Senator Scnorpre.. Isee. Thank you. 

Senator Lonc. How many complaints were there on the mount? 

Mr. Perez. This is something you will have to check with the 
Signal Corps. We did not make the mount. I do not know. 

Senator Lone. I mean on the mount fasteners. You mentioned 
an oversized mount fastener. 

Mr. Petrez. It says here 11 were found to be oversized. With due 
respect to the gentlemen. or man who inspected this, they are not 
really oversized. They cock, giving the impression of being over- 
sized, because there was not enough clearance in the mount, which 
was subsequently abandoned and a new mount made by another 
company. 

On the unmodified lens filters of 12 items, it developed that on 
serial No. 147 (we started with No. 1) it dev eloped that some of the 
pictures had a ring on the inside; that the vignetting filter was not 

satisfactory. 

This thing is just shot full of peculiar coincidences, again _—s 
enough, not in Yuma, Europe, Korea, but in Huachues However, 
it wasthere. We checked the specs. 
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Senator Lona. All your unfavorable reports came in from Hua- 
chuca; is that the point ? 

Mr. Perrez. The only important one came in from Huachuca. 
The only troubles we know of are from Huachuca. We checked 
these filters very carefully. We spent our own money and our 
own time, and Signal C orps technical people will tell you that 
these specifications said “it shall be not less than,” but did not say 
“more than,” which is perfectly normal and understandable, and 
can happen with anyone, and when we found that we corrected all 
filters from No. — this is slightly confusing—150 on, because we 
wanted to kill those three numbers (147, 148, 149) to avoid confusion 
and keep the Signal Corps straight, and it was with their consent, 
and this was done at no charge to the Government, and at that time, 
and the people will tell you, we said: “You had better warn the other 
people using these filters of the same problem’—and they had the 
same problem, incidentally. 

So that we come down then, if what I say is so, and it is very 
easily verified, to one defective shutter counter; three film remaining 
indicators; IMC detention action, two cameras; one damaged rear 
lens cover, and one information data strip broken. 

I will dispose of two or three of these quickly, and assume we were 
wrong on three cameras. A data strip is a piece of celluloid which 
extends a little bit below the camera cover. If you pick it up, set it 
down—after all, a camera is a delicate instrument, and you can break 
it. It could not have left our place that way because they are inspected 
100 percent by the Air Force, aside from our own inspection. How- 
ever, we replaced that on a no-change basis. 

Senator Lone. What isa data strip ? 

Mr. Perrez. It is a strip of celluloid upon which the photographer 
can write information. 

Senator Lone. Is it not essential to the operation of the camera? 

Mr. Perrez. Oh, no. The camera is completely operable without 
that data strip. 

Senator Lone. You say that it is entirely possible that if a data strip 

was broken or damaged, it was more likely than not damaged after it 
left the factory, and ‘after it had been acc ‘epted by the service. Is that 
correct ? 

Mr. Perez. Sir, I have a 10-page report from our two men, and one 
I think is as good an engineer as there is, and the other is a fairly good 
man engineering wise, and an excellent man contractu: lly, who were out 
at Sacramento and Van Nuys with Quality Assurance men who were 
there. 

Our men have nothing but the highest respect for the type of inspec- 
tion they gave the equipment, : and I think it is absolutely an honest dif- 
ference on the cameras. I am even willing to assume for the moment 
that everything that was found by Quality representative of Phila- 
delphia is accurate. 

I would not even question it because he is a very careful, considerate 
man; certainly that leaves six cameras all told that had some deficien- 
cles. Not one of these cameras was still in new condition insofar as we 
were concerned, 

When we ship a camera it is packed into a special carrying case with 
paper, and then it is wire strapped. 
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Every camera that our men looked at had already been opened. It 
does not necessarily mean that this had been used, but it certainly had 
been opened. So I don’t think it would be fair to even ask us to assume 
that the six cameras out of the entire lot or even three might have been 
our fault, but we are willing to assume it. 

Certainly, one, where the lever counter was on backward, without a 
question that was our fault, no question of it. But it was still operable, 
and we never pretended to be infallible. We try to do as good a job 
as we know how. 

Senator Lone. Then, how much did this reinspection cost you for 
your company ? 

Mr. Perrez. I can only make a quick guess. I daresay we spent well 
over $4,000 in cash alone, not considering the time of the men, tele- 
phone calls, trips, and so forth. 

Senator Lone. Your business is a small business. You came before 
this committee last December and testified that the policy of the De- 
partment of Defense, with regard to permitting persons on research 
and development contracts to keep the private patent rights, had the 
effect of increasing the cost to the Government and making it difficult 
for competitors to bid against more favored sources.’ 

That position, of course, was contrary to that of the witnesses of 
the Defense Department, and it was contrary to the more favored 
sources who would, naturally, I would assume, like to have anything 
they could get for their own advantage; I assume that a lot of small 
businesses would find much appeal to the position that you took. 

Having heard both sides of the argument, I found much appeal to 
your side of the argument. 

Shortly after our hearings you were informed by the services that 
every piece of equipment that. you had sold was to go through a re- 
inspection; is that correct ? 

Mr. Petrez. Yes, sir; and you have the record to prove it. 

Senator Lone. When did you get the word that you were to be 
reinspected on every piece of equipment, both in your plant and in 
the field? 

Mr. Pertrez. January, sir. It was at the meeting. We knew it a 
week or so before that, but it was officially told to us on January 14 
or 15, I think it was a Thursday and a Friday, at a 2-day meeting of 
this four-man team from Philadelphia, headed by Major Bonucci. 

Senator Lone. The equipment you furnish is of a rather compli- 
cated nature, is it not? 

Mr. Perez. It is. 

Senator Lone. Would it be at all unlikely to assume that some 
minor defects could be found in equipment that was operating in the 
field if the equipment is complicated, by the very nature of it? 

Mr. Petrez. Partionleniy if not properly handled, which is one of 
the reasons that we contacted every using agency soon after shipments 
began, with a viewpoint toward getting men out there, and not because 
we were trying to do the Government a favor, so much as we were 


trying to be sure that the equipment was used properly and that | 


2 Hearings, Dec. 8, 9, and 10, 1959, “Patent Policies of Departments and Agencies of the 


Federal Government,” 86th Cong., 1st sess. 
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eople knew how the equipment would work and even more important, 
feasuse of the fears that we had that knowing the background of the 
situation ; 

Senator Long. Is it your impression that a soldier or a sailor or an 
airman working with Government property takes the same degree of 
care with it that he does if that is his own private property ? 

Mr. Petrrez. No; but the people in the photographic branches are 
very good and do take good care of equipment if they know what it 
is supposed to do. 

We have found the soldiers, the sergeants, the people handling 
photographic equipment, when trained, handle it carefully, but they 
must know the equipment, sir. 

Mr. McInarnay. Mr. Peirez, I think it might be helpful if we tried 
to summarize the information that has been given. 

As I understand it, this began just prior to June 1958; is that 
correct ? 

Mr. Perrez. You mean the very first negotiation ? 

Mr. McInarnay. Yes. 

Mr. Perrez. It began very early in June, sir. 

Mr. McInNarnay. And at that time it was the rule established that 
under the coordinated procurement program the Air Force was the 
responsible procuring agency ? 

Mr. Petrez. To my knowledge, it is so and, as a matter of fact, I 
know that the Signal Corps had to get permission to purchase, that is, 
get permission from the Air Force, because it goes along with the Air 
Force. 

Mr. McInarnay. Is it true there were a quantity of 750 needed at 
that time ? 

Mr. Perez. 720,I think. You may be right; I think it was 720. 

Mr. McInarnay. I see. 

Now, how many were actually procured at that time ? 

Mr. Perez. We got an award for 355. 

Mr. McInarnay. So the requirements had been cut in half, about in 
half ? 

Mr. Petrez. Just about, sir. 

Mr. McInarnay. Now, this was the time—no, it was subsequent to 
that time that another procurement arose; is that right ? 

Mr. Perrez. Yes. 

Mr. McInarnay. A requirement by the Signal Corps? 

Mr. Perrez. Yes, sir. 

Mr. McINnarnay. Then the Signal Corps, wanting to purchase these 
again, made another request upon the Air Force? 

Mr. Petrez. They made a number of requests, sir, and when the 
Air Force, and the telegrams were brought out here during the hear- 
ings, and when the Air Force refused, and I understand recognized 
the position, they sent a telegram to their USAF Headquarters here— 
I may be wrong, but you have the telegrams—in which they indicated 
that in their opinion Signal Corps was violating DOD regulations. 
Ithink they cited a number of the regulations; I think they said, “You 

ad promised to purchase through regular channels on competitive 
ne through us,” Air Force, and so forth. This was in October of 
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Mr. McInarnay. And we have a copy of the TWX here, which a 
gentleman from the Air Force gave us dated October 1958, a portion 
of which is as follows: 

This Center is not of the opinion that the permission granted in April 1958 
gives eguthority to continue procurement of this camera or other cameras and 
feels this is a violation of DOD instruction 4115.1 dated March 1957. 


This was in Washington. 
(The document referred to follows :) 
ExHIBIT XV 
WRIGHT-PATTERSON AIR FORCE BASE, OHIO, 
October 23, 1958. 
From: AMC, ASC. 
To: Headquarters,USAF, Washington, D.C. 

Uncl fr LMEC-—A-10-526-E. * * * For: AFMPP. * * * Based on the facts 
that the Signal Corps would use expiring fiscal year 1958 funds, that procurement 
data was not available and that contract would be placed prior to June 30, 1958, 
AMC granted permission to the Signal Corps, U.S. Army, for a one-time procure- 
ment of type KA-20 cameras. This permission was granted April 16, 1958, 
This center has been informed by the Signal Corps that this contract was placed 
on June 30, 1958 and that procurement of a night version is currently in the 
quotation request stage, estimating award by November 15, 1958. This center 
is not of the opinion that the permission granted in April 1958 gives authority 
to continue procurement of this camera or other cameras and feels this is a 
violation of DOD instruction 4115.1 dated March 18, 1957. 

KF. F. HASENSTAR, 
Acting Chief, Aerial Reconnaissance Branch, 
Communications and Reconnaissance Division. 

Mr. Pemez. That is exactly the one I am referring to, and we kept 
in close contact with the Air Force to see what would happen, and 
we were told in November that they were authorized by TW X—I don't 
say we were told in November, I don’t know when we were told—but 
we know in November of 1958 they were authorized to purchase 
because of statements they made, which were as untrue as any could be. 

The statements said, “We are’—or would you rather read it, sir? 
I would much rather you did. The statement itself is clear. 

Mr. McInarnay. We have another TWX here dated November 
1958 which says: 

We are advised by Department of Army that this is not a new or follow-on 
contract. 

The original requirement for which direct procurement was authorized 
by the Air Force is being placed with another contractor, due to termination 
for default action against the contractor selected in June 1958. 

Is that you? 

Mr. Perez. That is us; and I ask you what you make of that type 
of a telegram ? 

(The telegram referred to follows:) 


ExHiBit XVI 


211122 BST NOV 58 MSG NR A-1184 
LMEC-A V AFMPP-PR-1 

Reference is made to your message 10-5266 concerning Signal Corps procure 
ment of type KAG—10 cameras. 

We are advised by Department of Army that this is not a new or follow-on 
contract. The original requirement for which direct procurement was authorized 
by the AF, is being placed with another contractor due to termination for default 
action against the contractor selected in June 1958. 
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The Department of the Army has assured this HQ that future procurements 
for this type of equipment will be handled by MIPR procedure, 

This is the end opr PLS ACK. 

Recd MSG No. A-1184 211135 EST Nov 58 Dr MCP. 

Mr. McINarnay. You were not terminated for default ? 

Mr. Perrez. No, sir. As a matter of fact, we have completed every- 
thing but the reproducible drawings, and I checked yesterday and the 
only reason for—they are going out this morning, if they have not 
gone out—the only reason for delay was because some of the technical 
data needed for the filters and some nomenclature. 

Mr. McInarnay. Asa result of this, what you allege to be misinfor- 
mation, the Signal Corps was granted authority to again procure this 
item and not to have the Air Force do it, as the coordinated procure- 
ment instructions would require? 

Mr. Petrez. You are right, and they did procure it. 

Mr. McInarnay. And this was the instance on the last day of 
February in 1959, when you were called down to Philadelphia on a 
Saturday, and you related that instance? 

Mr. Peirez. Yes, sir; except I am not sure whether it was actually 
the last day. It certainly was the last Saturday in February, because 
they wanted to clean up that procurement. 

Senator Lone. Let me see if I understand this, because I have not 
had an opportunity to study this as closely as our staff members have. 
The Signal Corps was undertaking to give a negotiated contract on 
a sole source basis, but the Air Force protested against this procedure 
to Signal Corps that they had no business giving a negotiated contract 
to a single source, when there were others who wanted to bid for the 
business. 

Mr. Petrez. That is right, sir. The Air Force wanted it to go out 
on public bid, IFB. 

Senator Lone. Was the Signal Corps purchasing these items for 
Air Force use ? 

Mr. Prrtrez. No, it was for its own use, Combat Surveillance 
System. 

The cameras were for Signal Corps use, specifically for Combat 
Surveillance System, but under the DOD rules, I may be wrong on 
that, but under regulations, the Signal Corps cannot purchase that 
item, but must go to the Air Force, who becomes the Signal Corps’ 
contracting officer, and handles its purchases for the Signal Corps. 

I hope I have made myself clear. 

Senator Lone. I was under the impression that the business which 
you are complaining about occurred not from the Air Force but from 
the Signal Corps. 

Mr. Peirez. That is right. 

Senator Lona. You do not have any complaint against the Air 
Force, you feel that the Air Force 

Mr. Prtrez. Pardon? 





Senator Lone. It was not my impression that you have any com- 
plaint against the Air Force in this instance. The Air Force, in 
effect, took the same attitude that you thought should have been 
taken, that this should have been placed out on bid. 

Mr. Perrez. You are absolutely right, sir. As a matter of fact, 
I don’t know whether I ever complained against the Signal Corps. 
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I think it is the Combat Surveillance System that is running things as 
they think best. But, of course, being a division 
Senator Lone. Combat Surveillance is a part of the Signal Corps? 
Mr. Perez. That is right, sir. But my own belief, for whatever 
value it has, is that the men up there in the Signal Corps do not know 
actually w hat happened, and I think they may be finding out today, 
certainly within the past week for the first time, some of these things, 
Senator Lone. Your position then, is that this contract was let on 
other than a competitive basis at the insistence of the Combat Surveil- 
lance Section of the Signal Corps; is that right ? 

Mr. Perez. That is Tight, sir. 

Mr. McInarnay. Let us go back one moment to this June require- 
ment that you got the awar don. 

We have heard some testimony here today and yesterday that the 
request for proposals and invitations for bid are generally placed 
about 30 days in advance or maybe 15 or 20. 

I don’t expect you to remember the date, but how much time did 
you have to submit your proposal] ? 

Mr. Perrez. I remember this one very well. It was early in June 
and it was on a Monday morning that we received a stack of papers, 
at least a foot high, and it was a request to bid on the K A-20 camera, 
and it said the bids must be in Friday, Friday of the same week. 

We were given until Wednesday, this Wednesday of the same week, 
to telephone the contract negotiator and advise him whether or not 
we would bid. 

We wanted the business badly, and we still do, and we worked 
around the clock and submitted the best possible bid we could on that 
Friday, and delivered it. 

Then, as I say, there were some hectic negotiations, and the reason 
for it was that they had to place it by June 30, and I suppose other- 
wise, either funds would run out or the time element was such that 
they might not get cameras in time or whatever the reasons were, it 
had to be placed by June 30. 

Mr. McInarnay. Now, it was about December 9 or 10 that you 
testified before the Monopoly Subcommittee of the Senate Small Busi- 
ness Committee ? 

Mr. Perrez. That is right, sir. 

Mr. McInarnay. Had you prior to that time undergone any such 
stringent inspection requirements as followed 

Mr. Pemrez. I never heard of any such situation previously, 100 
percent inspection of every camera in the field. 

Mr. McInarnay. This letter of Lieutenant Colonel Price that you 
made reference to, a copy of this was not officially made known to 
you ¢? 
~ Mr. Perez. No, but the letter states that we should be apprised of 
what is going on, and why everyone kept it such a secret, I don’t know. 

Mr. McInarney. I think you probably are talking about the letter 
from Major Bonucci.? I am talking about the one “from Lieutenant 
Colonel Price to the chief signal officer. 

Mr. Petrez. I think I am, too, sir. 





1 See exhibit XII, p. 199. 
2 See exhibit XIV, p. 201. 
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On the second page, subparagraph (a) of that letter, it states, and 
I read: 

Cognizant agencies (USASESA, USASSA, and Viewlex Corp.) take im- 
mediate and appropriate action to accomplish an on-the-spot inspection and 
retrofit project at Sacramento Signal Depot and at the Viewlex and manufac- 
turing plant. 

So that, in my opinion, this was notice to us as well as to the other 
agencies. However, we were unable to get this letter from Major 
Bonucci, from the Quality Assurance men from Philadelphia, from 
the project engineer, or from the technical engineer out of Philadel- 
phia. Apparently they all knew. As I say, we gathered something 
was wrong. 

Mr. McInarney. I take it this letter was dated some time in the 
middle of January 1960? 

Mr. Petrez. I have had several dates, January 11, January 13, but 
you are right, it was the middle of January. a 

Mr. McInarnay. It is headed “subject deficiencies in camera KA-— 
90A.” That is your camera, and it is directed to the chief signal 
officer. 

Down at paragraph 3 it speaks of two serious discrepancies, common 
to all which were noted— 
lateral alinement of gears and oversized camlock shoulder plus other minor 
deficiencies. 

As I understand it, these were substantially due to errors in the 
specifications, subsequently corrected ? 

Mr. Petrez. No, sir; there was nothing wrong with the gears. They 
were not oversized gears; the inspection disclosed that. It might have 
been wrong termniology, but one gear was slightly displaced when 
meshed with another gear, or appeared to be slightly displaced, and 
a very careful and exhaustive engineering check, which we knew of, 
and which we proved to the people, that there were more than enough 
allowances for gear engagement. 

The oversized camlock is, once again, the Dzus lock I explained 
previously. 

Dzus is the trade name; it is the name of the manufacturer; it is a 
camlock made by Dzus. 

The lock was fine; there was nothing wrong with the lock. There 
was just not enough clearance in the mount, which meant that the lock 
couldn’t grasp properly. 

Mr. McInarnay. In this letter, Colonel Price refers to conclusions 
reached by Mr. Spolan, the inspector, and disagrees with him in that 
they are not far-reaching enough. The date of his report is January 
11, 1960.2 

Do you have any information on when this particular inspection was 
carried out? Was it subsequent to December 9 or 10% 

Mr. Perrez. I am not quite certain, sir; I don’t know. 

Mr. McInarnay. Did you have any knowledge of an inspection 
_ to the time of January 11 when this letter of Lieutenant Colonel 

rice was written ? 

Mr. Pemrez. Yes. Mr. Spolan called on us previously and spent 2 
days at our plant, spent some time with the Air Force inspector, went 





7See exhibit XII, p. 199. See also exhibits XX through XXIII, pp. 246-251. 
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over our procedures, made some suggestion as to make certain that 
there might not be any chip left in a camera. He was very thorough, 
and he just told us that this was normal Quality Assurance type of 
check. 

Mr. McInarnay. On February 4, 1960, Mr. Spolan submitted an 
inspection report to the Chief, Equipment Coordinating Branch, 
which concludes (see exhibit X-XI, p. 247) : 

It was determined that the 113 cameras inspected are of adequate quality, 
meeting all contractual and technical requirements. 

Mr. Perez. That is right, sir. 

Mr. McInarnay. I have no further questions, Mr. Chairman. 

Mr. Gorvon. Mr. Peirez, you stated that two officers high up in the 
Signal Corps would be happy with only one contractor. 

Which company do you have in mind ¢ 

Mr. Perrez. Chicago Aerial Industries. 

Mr. Gorpon. Would you care to name the two officers ? 

Mr. Petrez. I have no objection, sir. I have tried to see one of 
them. I have written to him several times, have telephoned him, and 
have never been able to get in touch with him, other than one time 
I was able to get into his office. That is Lieutenant Colonel Gray; 
and the other gentleman that I have reason to believe feels that way 
is the man for whom and with whom he works, General Thames. 

Mr. Gorpon. What causes you to believe that these two officers 
would be happy with only one contractor ? 

Mr. Petrez. I should think what information I have given you now 
would clearly indicate it. The KA-20 that we made was the KA-20 
Bolex; it was day only. Nothing can be right with that camera, and 
finally the letter of Lieutenant Colonel Price states—I wish he were 
here so that you could find out who really got him to sign this letter, 

The KA-20 camera, when it became a day-night camera, was re- 
classified as the KAS-39, subsequently KS-—54. 

As of this date, to my knowledge, it is still not satisfactory. It will 
becleared up. This is normal. 

Specifications have been lowered for night use, and this is very 
peculiar and, as I said the whole thing is peculiar. 

Right in Colonel Price’s letter, he says that he would be satisfied 
with a camera having a print resolution of 15 lines per millimeter or 
better. 

Mr. Gorpon. Is this below or above the usual requirements / 

Mr. Perrez. This is far below. We are required for day work to 
deliver, I think, 24 lines per millimeter or 22, and we do, and each 
camera is checked for 100 percent. 

Now, in fairness to Chicago or anybody else, night work is more 
difficult and, therefore, the requirements are less, but I know for a fact 
that the specifications were 17, if not 18 lines per millimeter. 

So it is evident that whoever wrote this letter that Colonel Price 
signed forgot that this applies to Chicago, not the Viewlex, and 
lowered it to 15 lines per millimeter, which doesn’t affect us at all. 

Mr. Gorvon. I asked you—— 

Mr. Perrez. You asked me why I feel the way I do. 

Senator Lone. When were these requirements reduced on that par- 
ticular camera ? 
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Mr. Perrez. I still don’t know, sir. The first time I knew about it 
was when I saw this letter of Colonel Price’s. 

Senator Lone. What is the date of the letter / 

Mr. Perrez. This is the one which neither Mr. MeInarnay nor I 
can give you a date on it other than the middle of January. 

Senator Lone. The situation, then, is that they were reducing speci- 
fications on your competitor while putting you through a 100 percent 
inspection, that is, going over you with a fine-toothed comb / 

Mr. Perrez. There is no question that was a reduction in specifica- 
tions, if what I see in this letter is true. If they are willing to accept 
it at 15 lines per millimeter, it is a reduction in specifications. 

Mr. Gorpon. Why lower it if they could have gotten a higher speci- 
fication ¢ 

Mr. Prerrez. Well, the camera lens, an F6.3, would meet the speci- 
fication. There were some problems in obtaining enough light for 
night work, and the company that was responsible for making it, 
well, Chicago, honestly felt, [ am sure, if they opened it to 4, to a 
faster aperture, they would overcome some of the light problems, and 
this, of course, pretty well shot the resolution quality. 

It should interest you to know, and this, too, is common knowledge, 
that in order to overcome this, some people in the Signal Corps are 
pushing for a $600 additional increase in costs per camera to Chicago 
to overcome this problem by the redesign of the new lens, or the design 
of a new lens, and this lens is made by Pacific Optical, which recently 
became a wholly owned subsidiary of Chicago Aerial Industries. 

Senator Lone. Thank you very much. 

Mr. Perrez. Thank you, gentlemen. 

Senator Lone. Is General Thames here ? 

General THames. Yes, sir. 

Senator Lone. Would you bring along, General Thames, any officers 
that you have who might know something about this testimony ? 

General Tames. I would like to be sworn, please. 

Senator Lone. Do you swear the testimony you give here will be 
the truth, to the best of your ability ? 

General Tames. I do. 


TESTIMONY OF BRIG. GEN. WILLIAM M. THAMES, COMMANDING 


OFFICER, U.S. ARMY COMBAT SURVEILLANCE AGENCY, 
WASHINGTON, D.C. 


Senator Lone. Do you know anything about Mr. Peirez’ complaint 
about this matter, General Thames ? 

General Tuames. The first knowledge that I had of this, Senator 
Long, was on the 30th of March. 

I was at Fort Monmouth and was called and was acquainted with 
the committee hearing of December 8 and 9, and I was told that it 
was possible that the committee might want to call me. 

Subsequent to that date, I came back to Washington and reviewed 
the complete committee hearing of December 8 and 9. 

Senator Lone. Do you have any personal knowledge of this action 
to require a complete inspection of each camera of Viewlex ? 

General Tames. Senator Long, there have been some statements 
made with regard to the agency which I command, and I would like 
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to acquaint the committee with just what our mission is and where 
we fit into the overall position, if I may. 

I command the Army Combat Surveillance Agency set up in July 
1957 to increase the Army’s capability of locating targets for the 
missiles that we are developing. 

The Army has been doing such work in the development of missiles 
and not too much in the location of the targets for these missiles. The 
Army set up this Agency and I was called in to command the Agency, 
My mission is to supervise and direct the overall research and develop- 
ment and the program of Combat Surveillance. 

I have nothing whatever to do with procurement, I have nothing 
whatsoever to do with any of the specifications they are talking about 
or any of the requirements that come up in the P. & D. fields, as in 
the procurement field, the agency has no responsibility in that area. 

We do have responsibility to see that the people are trained that go 
overseas to use this equipment. We have responsibility to see that 
the equipment is satisfactory; that is, that it is tested after it is pro- 
cured and that it goes overseas in a standardized condition. 

Senator Lone. Who does have the responsibility in connection with 
the type of thing that the previous witness complained about? Is 
Major Gibson one of your officers 4 

General Tuames. No, sir. 

Senator Lona. Colonel Price? 

General TuAmes. Colonel Price is one of my officers or was one of 
them, and he had been in Washington for 5 years, sir, and he was 
sent to Korea, and has been under orders for over 4 months to go to 
Korea. 

Senator Lone. Was he under your command at the time this letter 

yas sent out on January 11? 

General Tuames. He was. 

Senator Lone. Did you have any knowledge of this particular mat- 
ter? 

General Tuames. I did. 

Senator Lone. Would you inform the committee of the basis upon 
which you concluded that each one of these cameras should be in- 
spected, both in the field and with the manufacturer ? 

General Tuames. The cameras that were turned out go to a testing 
agency to be tested. They go to engineering testing and then they go 
to service testing. 

Fort Huachuca is the engineering testing agency of the Signal 
Corps, so it is reasonable that that is where the complaints would come 
from. We don’t want to send them out to the user with deficiencies 
in them. If there are any deficiencies we want them to come out be- 
fore they go to the user. 

In this particular case we have a Combat Surveillance and Target 
Acquisition Training Command. It is not under my command. Itis 
not under the Signal Corps command. It is under CONARC’s com- 
mand (Continental Army Command) at Fort Monroe. It trains the 
people, and is physically located at Fort Huachuca. It registered 
certain complaints as to the cameras it was using to train the people 
that were going with the equipment to Europe and to Korea, and that 
was why we got the complaints from Fort Huachuca. It was an at- 
tempt by the Army to try to eliminate any deficiencies, and it is not 
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an exceptional case when we find certain deficiencies—that the user 
finds them. 

These people, the enlisted men and the engineers who test this equip- 
ment, are quite proficient, and the design engineer cannot foresee all of 

their requirements, and when the equipment g gets to the field there are 
certain things which appear to the testing agency, and they do make 
modific ations. 

It is seldom—I don’t think anybody could ever quote an example 
where there weren’t changes m: ade once the equipment was sent for 
the engineer ing and service test. 

So it is quite normal that the complaints would have to come from 
Fort Huachuca, and the action taken in the letter that Colonel Price 
signed was to inform the people who were responsible for the pro- 
curement, for making the changes, and for the design, of the informa- 
tion that had been furnished us from the Combat Surveillance and 
the Target Acquisition Training Command, of the deficiencies so that 
the equipment could be changed before it went out to Eur ope, to Korea 
and to the continental U nited States—to such units as STRAF. 

I would like to point out we have made a special purpose of send- 
ing this equipment out, since the Army had no eczpability in this area 
it must have a capability of locating the targets for these missiles that 
are under field commanders direc tly. ‘ 

Senator Lona. Now, the letter to which reference was made, sent 
out by Colonel Price, referred to the lateral alinement of gears as 
serious deficiencies. 

According to the previous testimony that was not really a deficiency 
of the camera inasmuch as the gears did actually have sufficient. mesh 
or sufficient bearing in order for the gears to work. Is that correct? 

General Tuames. Senator Long, T am not a competent witness to 
answer your question on that. There is an inspector here who made 
an inspection of all these cameras. 

My action was to point out that we did have complaints from the 
people that had tested these cameras, that had these cameras in hand. 
We wanted to be sure whether there was something wrong with these 
cameras. We wanted to verify whether or not there was. If there 
was, we wanted to correct it before it went to the field. 

Senator Lone. Well, your answer to my question about the lateral 
alinement of gears, then, is that you don’t know. You don’t know 
whether the gears were adequate or not? Is that correct? 

General TuAmes. If I were—my answer to that, sir, would be purely 
hearsay, and I have no factual knowledge, sir, as to whether they were 
or were not. There are competent people who can answer that. 

Senator Lone. I am sure that by now the information is available 
to you as to whether the gears are adequate or whether they had to be 
replaced ? 

General THames That is correct, sir. 

Senator Lona. So far as you know you have no information upon 
which to presently dispute this statement that the lateral alinement of 
gears was actually adequate ¢ 

General THames. Not so far as I know. 

Senator Lone. If some of your officers know the contrary to be 
correct, I would like to have that information. 
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General Tames. Sir, may we call Mr. Spolan who did inspect 
these, and who does know these answers. 

Senator Lone. Where is he? Is he here? 

General, would you give us your full name? 

General Tames. William M. Thames, brigadier general. 

Senator Lone. Thank you, sir. 

General Tuames. Yes, sir. 

Senator A Do you swear to tell the truth, so help you God ? 

Mr. Spoxan. I do. 


TESTIMONY OF JAY SPOLAN, ELECTRONIC EQUIPMENT INSPECTION 
SPECIALIST, QUALITY ASSURANCE ACTIVITY, U.S. ARMY SIGNAL 
SUPPLY AGENCY, PHILADELPHIA, PA. 


Mr. Srotan. My name is Jay Spolan, I am a member of the Quality 
Assurance Engineering Division, an electronic inspection specialist, 
and equipment coordinator. 

Senator Lone. After this matter had been resolved, was it the final 
conclusion of you and the service, you or anyone who was associated 
with you, that the lateral alinement of gears was adequate or not 
adequate ? 

Mr. Spotan. After our inspection, I visited the Viewlex plant and 
witnessed the tests made by the company engineer. The data that 
they furnished us while we observed these tests being made, indicated 
there was sufficient gear mesh, although they looked like they were 
displaced somewhat or misalined, they actually were not misalined, 
and there was sufficient bearing and occlusive surface for proper opera- 
tion and transmission of power along the line. 

Senator Lone. So, in fact, what appeared to you on first inspec- 
tion to be a defect turned out not to be a defect in the equipment? 

Mr. Spotan. That is right. They were within limits. 

Senator Lone. Yes. 

Now, with regard to the oversized camlock shoulder, did you at 
that time, or better yet, would you tell me in your own words what 
you regarded as the problem with the cameras? 

Mr. Sprotan. It was my observation which showed that the cam- 
locks holding the camera to the mount were all the same size. How- 
ever, the mounting base plate casting had two bosses in the rear 
through which the camlocks are dropped to fasten it to the mount, 
and one on the leading edge of the camera, in the direction in which 
the camera is flying. 

This is smaller than the rear two bosses. The rear two bosses were 
no problem because there was sufficient clearance between the base 
plate casing and the edge of the camlock shoulders. 

However, the front boss which is smaller, caused the camlock to 
infringe on the casting base plate, preventing the camlock from seat- 
ing flush. 

Senator Lone. You heard Mr. Peirez’s testimony ? 

Mr. Sponan. Yes, sir. 

Senator Lone. Is it your understanding of his testimony that this 
camlock problem was something that was more or less beyond his 
control because he did not know what size the mount was going to be 
and how the mount was going to be shaped ? 
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Mr. Srotan. Well, this is partially true, yes, sir; because in the 
mount that was formerly used, the mounting hole in which this front 
camlock was dropped into, was about an eighth of an inch out of line 
with the camera base plate. 

The new one was directly in line. So while there was a slight prob- 
lem in getting the camlock fastened, it could be fastened, but it still 
was not satisfactory as far as I could see, and as far as I felt. 

Senator Lone. Now, after the matter had been studied, what do 
you find the answer to the problem to be on the camlock? 

Mr. Srotan. Well, they modified all camlocks from the time I 
notified the contractor at a subsequent visit. 

Following my trip to Yuma, Huachuca, and Radioplane, a normal 
routine visit with the Air Force inspector, I pointed out to him this 
deficiency and said that we should discuss this with the contractor. 
We went to the contractor, and I explained my problem to him, and he 
said: “Well, if it is necessary to cut them down then we will supply a 
sufficiently sized camlock that will meet all requirements.” 

Senator Lone. Well now, with regard to the camlock problem alone, 
would not the simple answer there have been to simply have told the 
contractor that you need a different size of camlock ? 

Mr. Spotan. This is whatI told him. You see, the camlock is made 
up in two sections. The tyne on the camlock which fasten on the 
spring in the mount were spread slightly by force. 

Now, this portion is different from the flag which they use to turn 
or twist the camlock in place. It is the shoulder on the flag that was 
alittle oversized. ‘This I explained to him. 

Senator Lona. Is it normal procedure to inspect every camera to see 
if there is any shortcoming in it, every camera in the field, merely 
because there is something like a change in the size of camlock needed 
to fasten equipment on to the mount ? 

Mr. Spotan. Well, not only that, sir, there were other minor defi- 
ciencies, and we wanted to have a look at the gearing. But whether 
or not it is normal, this depends on the situation. 

Senator Lona. Well, based on what you were able to find by the time 
you got through with it, would it not have appeared that this was an 
unnecessary inspection of all this equipment ? 

Mr. Spotan. Well, in order to assure that there would be no dis- 
crepancies in the area where these cameras are used, that they would 
be provided with an adequate camera, and with as little problems as 

ssible, as little, or make it as adequate or as good as we could make it, 
it was decided—this was not my decision, sir. 

Senator Lone. Who made the decision ? 

Mr. Srotan. The decision was made—well, you have a letter there. 

Senator Lone. This was signed by 

Mr. Spotan. Yes, and it was sent over to Procurement and Distribu- 
tion. 

Senator Lone. To the best of your knowledge, who made the de- 
cision ¢ 

Mr. Spotan. Well, the decision was made at a conference we held 
at Fort Monmouth, based on the information in that letter. 

Senator Lone. Was Colonel Price one of those who made the 
decision 

Mr. Spotan. I never met Colonel Price. 
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Senator Lone. Can you tell me what officers had some part in mak- 
ing the decision ? 

Mr. Spotan. Well, there were several officers. We had a conference 
in Combat Surveillance; there was Colonel Gray, Colonel Clark, Mr, 
Myers, P. & D., and myself. 

Senator Lone. What is Mr. Myers’ first name ? 

Mr. Spotan. Ernest. 

Senator Lone. When that decision was made, was it based on the 
assumption that the lateral alinement of gears was not up to specifica- 
tions, which assumption was later found to be in error; is that correct? 

Mr. Srotan. That is right. 

Senator Lone. And plus a matter that had to do with a camlock. 

Let me ask you this: Would it be fair to blame the manufacturer 
for that camlock difficulty, or was that one of the things that happen 
when you have one contractor manufacturing a particular item and 
another manufacturing something that has to go along with it? 

Mr. Sprotan. Well, the camlocks were about the same compared with 
other cameras; they were slightly different in application or in struc- 
ture. 

Senator Lone. This required an inspection not just with regard to 
camlocks, but everything on that camera, did it not ? 

Mr. Spotan. Yes, sir; as much as we could make. 

Senator Lone. Yes. 

Am I to understand correctly that on the initial inspection 139 of 
these cameras met specifications, to begin with ? 

Mr. Spotan. On the 100-percent inspection ¢ 

Senator Lone. Yes. 

Mr. Spouan. Yes, sir. 

Senator Lone. Is it correct to say that the deficiencies found were 
minor and might have resulted from simple use in the field ? 

Mr. Sproxan. It is possible. There was one condition that we cor- 
rected, and that was the setscrew for the camlock to insure no loss of 
the camlock. 

Senator Lone. Well, if that was your only problem, wouldn’t the 
simple answer have been to call the manufacturer and say: “These 
camlocks should be replaced, and we think you ought to do it?” 

Mr. Spotan. Well, this is what we did. 

Senator Lone. But was it necessary to have a field inspection of all 
the equipment to accomplish the same result ? 

Mr. Srouian. Sir, that was no decision of mine. I only follow 
orders. 

Senator Lone. I understand that, but now and then you advise the 
man who issues the orders, don’t you? Don’t you consult and advise 
with him ? 

Mr. Spotan. This was based on a preinspection I made at Fort 
Huachuca and Yuma, where we found several cameras that were 
damaged, and might have been a result. of some deficiencies. 

Largely it was based on the use of the mount which was found 
not satisfactory, but we could not be certain, and I wouldn’t venture 
a guess. 

General Tuames. Senator Long, this inspection was a Signal Corps 
inspection, one that we wanted done ourselves, as a 100-percent inspec- 
tion, and not any requirement on the contractor. 
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The contractor did send, as I understand it, people there, but there 
was no requirement from the Signal Corps for him to send people 
there; isn’t that correct ? 

Mr. Spoutan. That iscorrect. 

Senator Lone. Is this type of inspection an inspection of every 
iece of equipment in the field as well as in the hands of the manu- 
acturer, of equipment that had already been accepted as satisfactory 

by the Air Force and your establishment—is it customary to go 
back and inspect every piece of equipment that has already been 
accepted as satisfactory ? 

Mr. Spotan. Not customary, but it has been done. 

Senator Lone. Very often? 

Mr. Spotan. No, I wouldn’t say very often. 

Senator Lone. It isa very infrequent thing then ? 

Mr. Sponan. Yes, sir. 

Senator Lone. Would you say, from hindsight that that sort of 
inspection would have been in order if, after you got through with it, 
you found that 90 percent of the equipment in the field met the 
specifications on an initial inspection, that is, equipment which had 
already been in use ? 

Mr. Sronan. I can’t say what hindsight—if you want my opinion 
I will say that after I got through, I didn’t think it was necessary. 

Senator Lone. Yes, sir. In other words, to be fair about it, looking 
back on it, based on what you found after you got through with 
the inspection, it was not justified ? 

Mr. Spo.an. I would offer that opinion. 

Senator Lona. If you knew that in the field you might find that 
10 percent of the initially accepted equipment might have some sort 
of damage, perhaps from use, without any indication that it was 
a fault of the manufacturer, then the inspection would not have been 
justified ? 

Mr. Spotan. Ten percent isa high figure. 

Senator Lone. Minor deficiencies? 

Mr. Spotan. Minor deficiencies, no. 

Senator Lone. Such as damage to the data strip on the bottom 
of the camera. 

Mr. Spotan. No. This, as I say, wouldn’t have been justified on 
hindsight. We don’t know what we would find prior to going out. 

Senator Lone. Now, General Thames, were you in charge when 
the bidding on this camera occurred on which Mr. Peirez was testi- 
fying here? Were you in command of this same organization ? 

General Tames. What date is that? 

Senator Lona. Signal Supply, at the time in October of 1958? 
General Txames. I was in command of the Army Combat Sur- 

veillance A gency ; yes, sir. 

Senator Lone. Then can you tell me why it was decided to let a 
contract for these cameras go without a competitive bid ? 

General Tuames. I do not know anything about that, sir. I have 
nothing whatsoever to do with procurement. It does not come under 
my surveillance at all. 

Senator Lone. Do you know who it does come under ? 

General Tames. Yes, it comes under General Scofield, General 
Littel, and Colonel Bent. 
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Senator Lone. Well, General Thames, let me ask you this question: 

Did you know that Mr. Peirez had been a witness before this com- 
mittee in December ? 

General Tames. I knew it on the 30th of March, sir. 

Senator Lone. And you did not know it before that time ? 

General THames. No, sir; I did not. 

Senator Lone. Did you on occasion have anyone tell you that this 
was a fellow who should be called down or should be put on the mat 
or something of that sort ? 

General Tuames. Senator Long, I never heard of Mr. Peirez until 
I read that testimony, and I would like to say here that my office is 
always open, and Mr. Peirez has testified that he has tried to see 
certain people; I can assure you that he has never tried to see me or 
he would have been more than welcome. 

I talk to many people who are presidents of companies and vice 
presidents, but 1 have never had any contact from Mr. Peirez or, 
incidentally, anybody in his company. 

Senator Lone. Let me ask you this question: Would you have any 
way of finding out whether any of your officers, such as Colonel Gray 
or Colonel Price: or any of the officers in charge of inspection in the 
field, had any knowledge of the fact that this man had been a witness 
before this committee ? 

General Tuames. I have reviewed this with them, sir, and I have 
been assured that they did not. 

Senator Lone. When a man has been a witness before this com- 
mittee, testifying for a position which is contrary to the position of 
the Department of Defense, particularly a small businessman, can 
you understand that he might have some strange feelings about this 
matter if within 2 weeks after he had appeared, let us say 3 weeks 
after he had testified before this committee, he is told that all of his 
equipment is to have a field inspection ¢ 

General Tuames. I certainly can understand that, sir. 

Senator Lone. If you had had some knowledge that this was under 
consideration, wouldn’t you have given considerable thought to the 
propriety of ordering a complete field inspection of this equipment 
if the man had just been a witness before a committee, and had testified 
contrary toa policy of the Defense Department ? 

General THames. I didn’t order the inspection, but I don’t know, 
sir, if I felt that the best interests of the Government would be served 
by the inspection, and I had the authority to order it, I expect I would 
order it. 

Senator Lone. Wouldn’t you be embarrassed then to find out that 
the inspection had not been justified ? 

General Tuames. I would, but if my best judgment at the time 
told me that it was in the best interests of the Government I would do 
it. I would have to trust my judgment, sir, and I think you would, too. 


Senator Lone. Wouldn’t you have taken an awfully good look at | 


the possibilities available to you before you ordered such an unusual 
or extreme action ? 
General Tuames. I am sure I would, sir. I am sure I would have 


looked at the thing very factually and weighed it very heavily before | 


I ordered such a thing. 


a — ne 








on: 
om- 


this 
mat 


until 
2 is 
. $ee 
e or 


vice 
, OF, 


any 
xray 
1 the 
tness 


have 


com- 
m of 
, can 
; this 
veeks 
f his 


under 
o the 
yment 
stified 


know, 
served 
would 


it that 
e time 


uld do 
ld, too. 


look at | 
nusual | 


d have 
before | 





GOVERNMENT PROCUREMENT—1960 219 


But if I felt, after doing those things, that it was the best interests 
of the Government to order the inspection, to verify whether or not 
this equipment was satisfactory, I would not hesitate to do it. 

Senator Lone. Well, then, if you tell a man he is going to go through 
a full field inspection after he got through testifying before a com- 
mittee of the Congress, because you found there was faulty alinement 
of his gears, and if you are making that decision, wouldn’t you tell 
those who advised you to take a mighty good look at that gear and be 
mighty sure that gear was not in line before you ordered a full field 
inspection of every piece of equipment he had sold ¢ 

General TuHames. I would try to verify, take a sampling of it, and 
try to verify whether or not the information that these gears were or 
were not in line was factual before I order a 100-percent inspection. 

Senator Lone. The only point I have in mind is this: Mr. Periez 
was up here testifying in December, contrary to a position taken by 
the Under Secretary of Defense. Three weeks later it was decided to 
put his equipment through a full field inspection, which is costly to a 
small businessman and puts him pretty much on the spot. This deci- 
sion is later proved to be erroneous. 

If you were making that decision in that context, wouldn’t you 
want to be in position to say, “Now, fellows, if we are going to take 
this unusual action with regard to this man,” which is admittedly an 
unusual action, “let’s be positive now that we are right about this 
thing.” 

General Tuames. Sir, I would certainly use all the good judgment 
that I know. I would like to point out again, Senator Long, this 100 
percent inspection that was made on this equipment was a Government 
inspection, a Signal Corps inspection, and the choice to participate in 
it Was Someone in Viselen. it was no requirement of anybody in the 
Army or in the Government that he should participate in this 
inspection. 

We were doing it to be sure that the equipment that went to the 
field was usable equipment, because this was a very high priority re- 
quirement that we were sending this equipment out for. 

Senator Lona. Well, now, General Thames, wouldn’t it have been 
a very foolish business mistake for him not to have participated in 
this inspection if he is told that these gears are out of line, that there 
is an oversized camlock as well as minor deficiencies, and that every 
piece of his equipment is going to be inspected? Wouldn’t it appear, 
even if he was right about this lateral alinement of gears, for example, 
and if he failed to be there to plead his case, that he would lose his 
business to the Government and be subject to very considerable finan- 
cial loss ? 

General THames. I don’t know about that, sir. 

Senator Wiu1aMs. Mr. Chairman, I wondered if it had been estab- 
lished who did order this inspection. Has that been made clear in 
the record ? 

Senator Lone. Well, I believe it was—Mr. Spolan testified to the 


best of his understanding that it was a group of officers; was that 
correct ? 
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Mr. Spoitan. At this conference.* 

Senator Lone. I believe you said Mr. Myers? was one of them. 
Mr. Spouan. Yes, sir. 

Senator Lona. Is Mr. Myers here? 

Was Colonel Gray one of them ¢ 

Mr. Spotan. Yes, sir. 

Senator Lona. Is Colonel Gray here? 

Colonel Gray. Yes, sir. 

Senator Lone. Will you join us, Colonel Gray ? 

What other officers ? 

Mr. Spotan. There was Colonel Lee and Colonel Clark. 
Senator Lone. Are they here? 

What is Colonel Lee’s first name ? 

Is Colonel Clark here? 

Do you swear to tell the truth, to the best of your ability? 
Colonel Gray. Yes, sir. 

Senator Lone. I believe I will swear you, also, Colonel Lee. 
Do you swear to tell the truth ? 

Colonel Ler. Yes, sir. 


TESTIMONY OF LT. COL. NORMAN GRAY, U.S. ARMY COMBAT SUR. 
VEILLANCE AGENCY; AND LT. COL. HARRY S. LEE, EQUIPMENT 
COORDINATOR, U.S. ARMY COMBAT SURVEILLANCE AGENCY, 
WASHINGTON, D.C. 


Colonel Gray. Iam Lt. Col. Norman Gray. 

Colonel Ler. I am Lt. Col. Harry Lee. 

Senator Lone. Did you participate in the decision to require a full 
field inspection of this equipment ? 

Colonel Gray. I participated in a meeting in Colonel Clark’s office. 
I don’t know whether or not it was determined at that time to require 
or to request a 100 percent inspection. The division of which I am 
a member is engaged in research and development, primarily, for 
Combat Surveillance Branch. 

We have nothing to do in our division with the distribution of 
equipment which is on procurement, or the testing of equipment which 
is on procurement. 

My division is responsible for the technical difficulties which might 
occur in equipment primarily in the research and development phases, 
and I was called in because of this, and Colonel Clark is in another 
division. 

Senator Lone. Did you advise or recommend that this equipment 
should be subjected to a complete field inspection ? 

Colonel Gray. No, sir; to the best of my knowledge and belief, I 
would say no; I would say no. 

Senator Lone. Would the answer be “No” or just that you don’t 
really recall ? 

Colonel Gray. No; the answer is “No.” 

Senator Lone. Were you present when a decision was made to order 
this inspection ? 


1 See exhibits XIX through XXIII, pp. 244-251. 
2E. G. Myers, Office of Chief Signal Officer. 
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Colonel Gray. No, sir, to the best of my knowledge and belief, at 
this particular meeting which I attended there was some information 
that came in from the field which indicated there were deficiencies 
and discrepancies with the camera and the recommendation was made 
at that time, that the people who were procuring the camera, the Pro- 
curement and Distribution Division, send inspectors out to insure that 
the equipment was satisfactory from Quality Assurance and this is 
where Mr. Spolan came into the picture. 

Senator Lone. Colonel Lee, were you present at a meeting when a 
decision was made to require a field inspection of this equipment ? 

Colonel Lex. Sir, I wouldn’t say from my recollection that the 
decision was necessarily made at the meeting. However, I would say 
that the conclusion was arrived at that to insure we would be getting 
the quality product to put into the hands of the troops, and that in 
view of the information we had at that time, that we should take 
a 100-percent look at the cameras. 

Senator Lone. At each camera ? 

Colonel Ler. Yes, sir. 

Senator Lone. Was the decision made at that same meeting to 
reduce specifications to 15 lines per millimeter ? 

Colonel Ler. Iam not a photo expert. 

Senator Lona. Or to accept performance of 15 lines per millimeter ? 
Was it at that meeting or about that same time? Were you consulted 
about that, either one of you? 

Colonel Gray. This is the first time I have heard about 15 lines to 
the millimeter, the first time was today. 

Senator Lone. Then would you please explain to me how this sort 
of order goes out? Was it recommended by your group to Colonel 
Price that he require this overall inspection ? 

Colonel Ler. Sir, this is normal staff procedure. I would say that 
the action officer, or the action people, arrived at a recommendation 
of position that the commanding general should take; the letter is 
written, and the executive officer normally signs it. 

Senator Lone. Do you have any idea who prepared the letter or who 
dictated this information ? 

Colonel Ler. No, I can’t say, sir. I was not the preparer of the 
letter; so I could not say who actually prepared it. It was one of the 
group in our division. Whether it was Colonel Clark, I don’t know. 

Senator Lone. I understand that Colonel Gray doesn’t know. 

Colonel Ler. I beg your pardon ? 

Senator Lone. Do you regard it as a somewhat unusual procedure 
tomake a 100-percent field test of all equipment ? 

Colonel Ler. This, sir, I would say depends upon the urgency of 
the requirement and the criticalness of the requirement. 

This particular item that you have here, a KA-20 camera, is part of 
the SD-1 Dronesystem. It isa system that we are expediting into the 
hands of the troops to give them a certain capability. 

If this camera does not perform well, the results you get from a 
flight are absolutely zero. This is the sensor inthe Drone. Therefore, 
to insure reliability, you must insure that you have 100 percent perfect 
product here. 
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Senator Lone. Do you agree with the previous testimony that it is 
an unusual action to go to the extent of requiring a field inspection of 
100 percent of the equipment ¢ 

Colonel Ler. Sir, I would not say it was normal, but I would not 
say it was unusual, either. 

T can think back in my history with the Signal Corps of a number of 
cases where we have done this to equipment, particularly during the 
Korean situation. 

We had a mortar radar, mortar locator radar, in which we actually 
tested it against mortars, before we sent it 

Senator Lone. Wasn’t that usually stuff that wouldn’t work; for 
example, certain tanks of which the gun barrel wouldn't stay up? 

Colonel Lex. I don’t know about the tanks, but I do know about the 
mortar radars. To insure that we were giving the troops a piece of 
equipment on which their lives must depend, sir, we inspected every 
one of those, fired many rounds of mortars against them, and made 
sure that they were reliable. 

Senator Lone. How many did you have in the field at the time / 

Colonel Ler. At that time on a production contract, if I recall cor- 
rectly, sir, we had somewhere around 379—this is 10 years ago—but it 
was somewhere in that neighborhood. 

Senator Lone. You mean after they had been accepted to begin 
with, you made a field inspection of every one? Why? 

Colonel Lee. Sir, as you perhaps well know, production sampling off 
a production line is a statistical process. You may have 50 percent 
probability that you were correct, and you might have 90 percent 
probability, but we had to be sure of the 100 percent. 

Senator Lone. You know how lax the services have been on some 
occasions, don’t you? You know, for example, that during the war, 
the Navy had torpedoes that w ouldn’t go off, and it took 2 yer urs before 
they ever got a torpedo off to the tz rget. I suppose you know that it 
took 2 years? 

Colonel Ler. No, sir; I am not a torpedo man but I do know about 
radar. 

Senator Lone. Well, it’s in all the naval histories. It was more 
than a year after the war started before they could have a torpedo that 
would go off, when it got to the target—magnetic torpedoes, which 
wouldn't go off. They “either went too deep or wouldn’t go off, and 
the contact torpedo wouldn't go off at the beginning of the war, but it 
was defective equipment that you had to contend with. 

Why should you single out something that works and put it through 
a 100 percent field inspection 4 

Colonel Ler. Sir, the information we had at the time, as I repeat, 
was an indication that, as Mr. Spolan had gone from one camera to 
another, he was showing up the different defects in each camer: i; I 
believe Mr. Spolan will verify this. 

Senator Lone. Well, Mr. Spolan, who sent you from camera to 
camera, to look over each and every camera, to see whether a full field 
inspection should be ordered ? 

Mr. Spotan. This was requested by P. & D. Division. 

Senator Lone. Procurement ? 

Mr. Spotan. Procurement and Distribution, I believe it is called. 
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Senator Lone. That is the Division of the Signal Corps, the Pro- 
curement Division ? 

Mr. Spotan. Yes, sir. 

Senator Lone. They requested this type of inspection 

Mr. Spoian. To my deputy, and I was instructed by him to do this. 

Senator Lone. What sort of reason could they have for making the 
request 

Mr. Srotan. Perhaps is was the letters and the conferences and the 
unsatisfactory equipment report from Fort Huachuca.* 

Senator Lona. Is that what steered you ? 

Mr. Spotan. That is what started me, yes. It was my first start 
into the camera. 

Senator Lone. So you had this unsatisfactory report from Fort 
Huachuca that set you to work to check a number of the cameras to 
see what the situation was ? 

Mr. Spouan. Yes, sir; at Yuma and Radioplane. But there were 
an insufficient number of cameras to make a determination at that 
particular time. 

Senator Lone. Wouldn’t the logical thing have been to make—let’s 
see, this Board didn’t come into the picture until you got this report 
from Fort Huachuca; is that correct ? 

Mr. Sponan. Yes, sir. 

Senator Lone. Then you made your inspection ¢ 

Mr. Spoian. My first report; yes, sir. 

Senator Lone. And you made your first report, and then a full 
field investigation was required. 

Would it not have been more ordinary and more customary before 
ordering this full inspection to offer the manufacturer the opportunity 
to respond to your findings on his camera? 

Mr. Sprotan. I believe the manufacturer had a copy of UER. It is 
the normal thing. It is the usual thing to send a copy of UER to the 
manufacturer for him to analyze. 

I think it was based on this or some time around that area that he 
sent this team out to make an evaluation, because they made it prior 
to mine. 

Senator Lone. I see some things I would like to get into more deeply 
about this matter, but I don’t know whether we can right now. 

Mr. Gorpon. Mr. Spolan, after you went out to make this first in- 
spection, what was your conclusion ? 

Mr. Spotan. My conclusion was given in a report that I found these 
things to be true, but I felt that along with our Signal Corps engi- 
neering supporting agency, and we work very closely with these people 
for technical advice—— 

Mr. Gorpon. I read that report and I believe the very last para- 
graph runs something like this: 

I found the equipment to be adequate, and the contractor has lived up to his 
contract. 

Do you recall that ? 

Mr. Spotan. That is, I believe, on the second report. 

Mr. Gorpvon. The second report ? 





*See exhibit XI, p. 193-196. 
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Mr. Spotan. There are three interim reports, and one prior to that. 

Mr. Gorvon. Well, did the first report have the same conclusion ? 
Did you find the equipment to be adequate, and did the contractor 
live up to his contract ¢ 

Mr. Sprotan. Well, this couldn’t be determined on this first go- 
around. This was in about the middle of December. That 100-per- 
cent inspection followed that in February. 

Mr. Gorpon. I see. 

Well, the complaints came some time in December; is that right? 

Mr. Spotan. No; this is when my first visit went on. 

Mr. Gorpon. Is it a fact, then, that inspection was in the middle 
of December ? 

Mr. Spotan. That is right. 

Mr. Gorpon. After that you made this preliminary —— 

Mr. Srotan. That was a preliminary inspection to Yuma, Hua- 
chuca, and Radioplane. 

Mr. Gorpon. Exactly what did you find? I am not sure that I get 
what you mean. 

Mr. Srouan. I will have to get my papers if you want me to—— 

Mr. Gorvon. Did you find that further inspection was warranted? 

Mr. Spotan. Based on what I found, and these were early produc- 
tion, there was no decision made about a 100 percent inspection then 
at all until I came back and we had a series of conferences. 

Pa ene: What was your recommendation? What was your 
ian tiesenne. I don’t believe I made a recommendation, sir. 

Mr. Gorpon. Did you have a finding # 

Mr. Srotan. Yes. These were listed. On the cameras that were 
flown that I saw with the new mount, only one was flown with the new 
mount, there was no damage. The camera was operable, but the 
Zeuss fastener, of course, was improper in size or it was oversized. 

Mr. Gorvon. Now, after this preliminary inspection, you got orders 
etictent 

Mr. Spouan. I submitted this inspection through P. & D. to the 
Combat Surveillance Agency. 

Then this letter of Colonel Price’s was written.2 But we had dis- 
cussed this before, and I can’t make decisions like these whether we 
should do a 100 percent or shouldn’t. 

Mr. Gorvon. Wait a second. Colonel Price’s letter came after you 
had submitted a report in which you ended by saying that you found 
the equipment to be adequate and that the contractor has lived up to 
his contract. 

Mr. Spotan. Well, the date of the visit and the date of the letters 
sometimes vary because they are typed the day—the date of the day 
they are typed is the date. The visit is in the opening paragraph of 
the report. 

Mr. Gorvon. Now, after this preliminary report you were asked to 
make another inspection ? 

Mr. Spoitan. I came back to Combat Surveillance and gave them 
the report. We discussed what was what, and it was discovered; it 


1 See exhibits XIX through XXIII, pp. 244-251. 
2 See exhibit XII, p. 199. 
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was decided or it was mentioned, that then it should be a 100 percent 
inspection. eee oe 

Mr. Gorvon. This was after the first report, wasn’t it? You said 
ou submitted three interim reports ? 

Mr. Sporan. There was another report prior to that and some re- 
ports of visits to the contractor, three reports, contractor visit with 
the Air Force inspector, with our Fort Monmouth engineer, and with 
the contracting officer and his adviser. fey 

Mr. Gorvon. I am trying to establish whether Colonel Price’s letter 
came after or before the report in which you end by saying that the 
equipment was adequate. 

Mr. Spotan. I can’t tell. vmeeptd | 

Mr. McInarnay. Mr. Spolan, as a result of your first inspection 
did you find that the performance on the contract was satisfactory ¢ 

Mr. Srotax. At which point? The manufacturer’s point or at the 
Yuma, Huachuca, Radioplane ¢ 

Mr. McInarnay. It doesn’t matter where it was. Were the prod- 
ucts of this manufacturer satisfactory ¢ 

Mr. Spotan. Those that were not flown 

Mr. McInarnay. Pardon me? 

Mr. Sprotan. Those I inspected had not been flown, had no defects. 

Mr. McInarnay. They had no defects ? 

Mr. Srotan. Except for the Dzus fasteners I mentioned, and the 
filter. 

Mr. McInarnay. These minor things, some of which had nothing 
todo with the manufacturer ? 

Mr. Spotan. Right. 

Mr. McInarnay. Now, based on your findings, there was a meeting 
held ¢ 

Mr. Spotan. Yes, sir. 

Mr. McInarnay. What was the date of this meeting ? 

Mr. Spotan. I can’t recall? 

Mr. McInarnay. Roughly ? 

Mr. Spovan. Well, one meeting was held before I went out on 
the first trip, another meeting after I came back. This was some time 
early January. 

Mr. McInarnay. These two gentlemen here were at the meeting, 
they were not the ones who made the decision? Who did make the 
decision that this item should be 100 percent inspected in the field ? 

Mr. Spotan. Well, that came in the letter, sir, from Colonel Price. 

Mr. McInarnay. In other words, someone who was present at this 
meeting, who had been made aware of your findings, transmitted this 
information to Lieutenant. Colonel Price, who wrote this letter? 2 

Mr. Spo.an. Quite possible: I don’t know, sir, the modus operandi. 

Mr. McInarnay. Does anybody know who was responsible, other 
than Lieutenant Colonel Price, for making the decision? 

General Scorterp. If the committee would call me, I would be able 
to tell you about these things. 

I would like to be sworn, please. 


-_—_ 





om oa are, Gaate XX, p. 246. exhibits XXTI and XXII, pp. 247-248. 
4. Col. Richard H. Maerz, USACSA, prepared letter for Lt. Col. , 
exhibit XVI p 2s8) prep r Lt. Col. Price’s signature (see 
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Senator Lone. Do you swear, General, to tell the whole truth, so 
help you God ? 
eneral ScorreLD. I swear to tell the truth, so help me God. 


TESTIMONY OF MAJ. GEN. H. L. SCOFIELD, CHIEF OF PROCUREMENT 
AND DISTRIBUTION DIVISION, OFFICE OF CHIEF SIGNAL OFFI. 
CER, DEPARTMENT OF THE ARMY, WASHINGTON, D.C. 


Senator Lone. Will you please identify yourself for the record. 

General Scortetp. I am Maj. Gen. H. L. Scofield, Chief of Procure- 
ment and Distribution for the Signal Corps. 

The testimony that has been given here in the last 15 or 20 minutes I 
have heard very carefully. 

I want to set the record straight that it is the policy—it is my 
policy—that whenever there is information that would lead us to 
aie that something could possibly be wrong with equipment such 
as this, in the research and development phase, we must, by necessity, 
assure ourselves that that equipment meets the specifications. 

If this assurance requires a 100-percent inspection, this is exactly 
what we will give it. 

If, after considering the facts available to us, we decide that it 
doesn’t require a 100-percent inspection, we might not give it a 
hundred percent inspection. 

In this case, it was the considered opinion of people in my office, 
based upon the information available, that we must need look at the 
cameras in the field to assure ourselves that they were, in fact, in 
accordance with the specifications in order that we could avoid serious 
implications to the systems that were being put together at Radioplane. 

Thus we made a 100-percent inspection. 

If I were to do it over again—if I personally were to make the 
decisions—I would have done the same thing now that we did in this 
particular case. 

There is no connection between these inspections and any appearance 
of this witness, Mr. Peirez, before this committee in December. 

Senator Lone. You say it was decided in your office; was that 
decided by you, General Scofield, or was that decided by some of your 
junior officers ? 

General Scorretp. This was decided by some of my people, but this is 
beside the point. The policy was correct. It was followed. 

Senator Lone. Did you have personal information with regard 
to it? 

General Scorteip. No, sir; I did not until a few days ago, about the 
1st of April. That was the first information I had personally of this 
case. Since that time I have reviewed it carefully. I can find no 
fault with what has been done. 

Senator Lone. Do you approve of the policy, and did you set the 

olicy with regard to bidding on these previous cameras that occurred 
in October of last year? 





General Scortetp. I am going to have to get more information as to | 


specifically what you are referring. I am not familiar 
Senator Lone. I have reference to a decision by Procurement—I 
take it your procurement. 
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General Scortetp. I am the head of all of our procurement activi- 
ties; yes, sir. 

Senator Lone. Did you have knowledge of the fact that procure- 
ment was undertaking to acquire these cameras on a cost-plus basis 
on a negotiated contract where the Air Force felt that this type thing 
should be subject to competitive bids? 

General Scorretp. I do not have at my fingertips or in my mind 
here, the information concerning that. I would have to research it 
before I would be in a position to be responsive to your questions.* 

Senator Lone. Do you have any information today to lead you to 
believe that Mr. Peirez’s organization is not competent to manufac- 
ture this equipment ? 

General Scorretp. I have no information of that. There is noth- 
ing that has been told to me nor indicated to me that Mr. Peirez’s 
firm is incompetent, based upon the KA-20 cameras which he has 
built, and which we have accepted in accordance with the specs, under 
which he built them. 

Senator Lone. You are the head of the organization that procures 
this equipment, and General Thames is head of the organization that 
uses it—is that a correct analysis of the situation ? 

General Scorretp. This is to a degree correct. I am the head of 
the organization that procures it; General Thames has the, what you 
might call the single managership assignment for Combat Surveil- 
lance Systems. He does not have command of the people who use 
this equipment once it is sent out in the field. Those are other 
commanders. But he does have the control of the putting together 
of the elements that go te make up this system that is used in 
connection with these drawings. 

Senator Lone. That is why the thought occurred to me, if I com- 
preliend your line of organization and command in the Signal Corps, 
that it would have been your job to inspect the equipment when it is 
accepted, and it would be the responsibility of Gannsie Thames’ 
organization to report if it wasn’t satisfactory in performance. 

General Scorrecp. Under the tests which he monitored, he is doing 
the testing now. It would also be true in other agencies, if they dis- 
covered shortcomings in using it, even after it was tested. They would 
then report it and it would come to me for action. 

Senator Lona. Well, if the field inspection were to be carried out, 
it would seem to me that it would not be the organization that tested it 
or that drew the specifications, accepted it and turned it over that 
would ask for the field inspection, it would be those in the field who 


U.S. Army Signal Corps statement, subsequently supplied, follows: 

This solicitation was issued on Jan. 9, 1959, on a competitive negotiated basis. The use 
of a cost-plus-fixed-fee contract was not deemed appropriate since the contracting officer 
had determined that sufficient information was available for a fixed-price contract with 


price redetermination. The following qualified firms were solicited and submitted bids: 
Fairchild Camera & Instrument Co. 


Hycon Manufacturing Co. 
J. A. Maurer, 
Viewlex, Inc. 
Chicago Aerial Industries. 
The following firms were solicited and did not bid: 
Peerless Instrument Co. 
Graflex, Inc. 
Richardson Camera Co. 
Eastman Kodak Co. 
Gordon Enterprises. 
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found that it was not adequate in performance. Why would I be in 
error on that? 

General Scorretp. The inspectors come under my command; that 
is, those inspectors that belong to the Signal Corps. 

Now, other agencies, such as the Navy Department and the Air 
Force, have inspectors also, and if they happened to have plant cog- 
nizance of the plant in which an item is made, they might do the 
inspecting for us. 

But, regardless of that fact, once we are notified that there are 
shortcomings in connection with a particular piece of equipment, we 
would take that notification and follow up to assure ourselves that 
the shortcoming was, in fact, true. You can usually only do this by 
inspecting carefuly the equipment concerned. 

Senator Lone. What kind of notice would you get that this equip- 
ment was not adequate ? 

General Scorrevp. It could take several forms. It could take the 
form of what we call an unsatisfactory equipment report. This isa 
specified Department of Defense, Department of Army form, in which 
the user of the equipment fills out certain information and forwards 
it through a specific channel. 

Senator Lone. Now, do you, or did you, have this kind of a report 
on this equipment ? 

General ScorreLp. Not in this case. I had in this particular case 
a letter—this was in another form, a letter form—that came to our 
attention from General Thames’ office raising the point that certain 
deficiencies were suspected, and based upon that information we would 
set in motion those elements of my activities that would be concerned 
with determining whether this was fact or fiction. 

Senator Lone. Would you make available to this committee, Gen- 
eral Scofield, that letter to which you have referred ? 

General Scorte.p. I think you have it, because Mr. Peirez read from 
parts of ittoday. (Seeexhibit XIJ, p. 199.) 

Senator Lone. Well now, what I would like to know is what put 
this into motion? My understanding is that they didn’t put you into 
motion, you put them into motion. 

General Scorretp. No. The inspector, in the course of routine in- 
spections, this gentleman on my left, found certain things that ap- 
peared to him to be wrong. If you will read the first paragraph of 
that letter 

Senator Lone. He just got through testifying that this letter re- 
sulted from an inspection that he had made, and that his inspection 
was requested by P & D, that means you, doesn’t it, Procurement & 
Distribution ? 

General Scorreip. That is correct. 

I think there is confusion here in that he made some routine in- 
spections at Yuma Test Station, at Fort Huachuca, prior to the 
occasion you are referring to. These inspections were, I believe, 
back in December ; am I not correct ? 

Mr. Spouan. Yes. 

Senator Lone. What time in December was that? 
ae penton: I would say in the middle of December, the 15th or 
the 16th. 
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Senator Lone. Was that a requested inspection ? 

General Scorretp. No; it was not. This was a normal routine 
inspection. 

Mr. een Due to the UER. (Unsatisfactory Equipment 
Report. 

eneral ScorreLp. Did you have a UER? 

Mr. Spouan. Yes. 

General Scorretp. That came from the CONARC activity; that 
raised the point of issue, and caused him to make that inspection, and 
based upon those—— 

Senator Lona. I am trying to keep this line of command clear in 
my mind—lI am not in the Army—and I am not sure I would be quali- 
fied even if I tried to be in it. From a technical point of view that 
would be a request coming from your division ? 

General Scortetp. No; that would come frem the CONARC users; 
that UER came from the CONARC users. 

Senator Lone. Who are they ? 

General Scorte.p. They are the people at Fort Huachuca, under the 
command of the Army, U.S. Army commander, that train people to 
operate these Drones, and in the process of this training they observed 
what they thought to be deficiencies that. caused them to make out 
this unsatisfactory equipment report. 

This came into the proper channels and landed in the inspector’s 
lap. Based upon that, they would go out and ascertain facts con- 
cerned with this UER. 

Senator Lone. Can you make available to us that UER or do we 
have that ? 

Mr. MoInarnay. We do have that.? 

Senator Lone. Can you make that available to us? 

General ScorreLp, The inspector tells me he has a copy of it here. 
Get it. 

UER, unsatisfactory equipment report is the name of it. I have 
only one copy of it here, Mr. Chairman. Do you wish to see it? 

enator Lona. I think it would be better for me to see it; it would 
save time. 

Does that include the inspector’s initial report ? 

Mr. Spotan. That is the whole file. 

Senator Lona. I must say I find this confusing because this VER 
is on September 14, and it is based, if I read this correctly, on com- 
plaints which do not appear to be the basis of the subsequent overall 
field inspection at all. That was September 14, and the followup 
on it appears to relate to the Hycon mount which apparently was not 
the fault of the camera manufacturer, and that was in September. 

Then in December or on January 11, Mr. Peirez gets his notice that 
he is subject to a complete field inspection for matters that don’t even 
enter into this VER, asI keane 

General Scorrep. I don’t quite gather, Mr. Chairman, your basis 
here. I don’t quite understand the—I don’t think from that DER 
we or anyone else could tell what exactly is wrong. This is the im- 
portant. aspect of requiring inspections from people who know the 
equipment. 





1See exhibit XI, pp. 193-196. 
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When you get a notice of this nature, you are never quite certain 
what the situation is, and you won’t know until you get the knowledge- 
able people at the scene to ascertain the facts. 

Now, it is for that reason that any conclusions we might have 
reached upon receipt of this UER would have little foundation until 
we knew exactly what the situation is. 

Senator Lone. Here is a UER (unsatisfactory equipment report) 
that sets this into motion, and that is in September. This file would 
indicate to me that the matters that were complained of, I assume by 
Mr. Spolan, could be corrected in certain respects by taking certain 
actions relative tothe mount. Isthat correct, Mr. Spolan ? 

Mr. Sroiran. The mount we had nothing to do with. This was 
procured separately. 

Senator Lone. Separately ? 

Mr. Sponan. Yes, sir. 

Senator Lone. But didn’t the mount appear to be the principal 
problem at this particular time in September ? 

Mr. Sprotan. It was following that, before we take any action, a 
visit to the contractor’s plant is made, and, I think, this was made 
some time in October, and there we interviewed the Government in- 
spector at the plant. 

We requested him to show us his inspection records and the quality 
of the product, and then make a tour of the plant to review or observe 
all the tests that are made, and the quality control managed by the 
contractor. 

It is based on several things, and some of the things we found there 
we felt should be looked into further. 

I think if you will take my series of trip reports and go down them, 
you will see all of the action that took place. 

Senator Lone. Most of this information is not classified, and I would 
like to have a copy of this. We can make a copy and let you have your 
file back this afternoon if you have no objection to that. 

General Scortetp. As long as we are assured that we get the file 
back complete. 

Senator Lone. General, you can send one of your officers with 
one of our staff assistants, and that situation can be resolved in a 
matter of 15 or 20 minutes. 

General Scorreip. I accept your assurance, Mr. Chairman. 

Senator Lone. In view of the fact that the matters complained of 
in this VER were not at all matters that caused—or were the basis for 
the subsequent letter, would it not have seemed logical that if it 
appeared there were shortcomings with the equipment, that the manu- 
facturer be given an opportunity to consult with you; see what your 
complaints were; and see how they could be corrected before an overall 
field inspection was ordered on all the equipment ? 

General Scortetp. I would like to repeat, Mr. Chairman, that you 
don’t know what the facts are unless you absolutely assure yourself 
of the condition of the equipment. 

It is not within our province to take lightly the situation prevailing 
in any case where we have evidence to indicate something might be 
wrong. Iam not saying itis wrong. Iam saying it might be wrong, 


1 See exhibits XIX, XX, XXI, and XXII, pp. 244-248. 
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and whenever that prevails, we must exercise our best judgment as 
to what should be done in that particular instance. In this particular 
case, it was felt by our depot at Sacramento, that it would not be out 
of order to inspect those cameras 100 percent. This was for only one 
purpose, and that was to determine specifically the facts, as we have 
indicated, or as the testimony here has indicated. In retrospect, we 
ascertained that the situation wasn’t as bad as we thought it might be. 

Senator Lone. Can you tell me what was the problem with regard 
to Peirez’s representing Viewlex, Inc., and bidding on these cameras 
in October ¢ 

General Scorreip. No, sir; I would have to research that in order 
for me to be responsive to that question, because I don’t know the de- 
tails of that procurement.* 

Senator Lone. Do you have any reason to believe that the Chicago 
firm, for example, is the only source from which this camera could have 
been adequately procured ¢ 

General Scormip. Which firm are you referring to? 

Senator Lona. Mr. Peirez made reference to Chicago Aerial In- 
dustries. 

General Scormip. I have no reason at the moment to reply either 
in the negative or the affirmative to that question. 

Again I would have to ascertain the facts associated with this. I 
do not know them. I have no reason to believe that they would be 
the only ones. But, contrarywise, neither am I in a position to say 
they are not the only ones. I would have to look at our records in 
Philadelphia.? 

Senator Lone. Do you have officers here who are familiar with that 
at this hearing ? 

General Scortmxp. Is the contracting officer here, Joe? 

Colonel Brent. There are several contracting officers involved. We 
have with us a Mr. Ben DiCampli, who has researched our files to the 
extent possible in the time we had. 

He has some information pertaining to what went on. 

General ScorreLp. He would be in the best position to answer any 


further questions you have here. He might not be able to answer all 
of them either, Mr. Chairman. 





10.8. Army Signal Corps statement, subsequently supplied, follows: 

“The Signal Corps did not solicit on procure any KA—20 cameras in October 1958. The 
events summarized below which occured from July 1958 to October 1958 may have led 
Mr. Peirez erroneously to believe that the Signal Corps effected a purchase at that time. 

“On July 30, 1958, a Signal Corps requirement existed for 360 each KA-—20 cameras 
ieight version) which was forecast for award on or about Nov. 15, 1958. ‘The previous 
authorization from the Air Force to the Signal Corps to procure 715 cameras had been 
exercised to the extent of only 355 units (day cameras). By telegram Oct. 9, 1958, the 
Signal Corps requested the Air Force to modify its original authorization to permit the 
substitution of 360 KA-—20 night version cameras in lieu of the balance of the cameras 
previously authorized but not purchased. At the time of the receipt from the Air Force 
of its verbal nonconcurrence to this action, information became available to the Signal 
Corps that a day-night version could be procured. It was preferable to the Signal Corps 
to procure one camera that would operate in both day and night rather than two individual 
cameras for this purpose. Consequently, no action was taken on the procurement of the 
860 each night version.” 

Notr.—Subsequent to the verbal nonconcurrence cited above, the Signal Corps presented 
the facts to the Air Force and the objection was withdrawn. This action was confirmed 
by letter from the Signal Corps to the Air Force on Jan. 16, 1959. 

2U.S. Army Signal Corps statement, subsequently supplied, follows: 

“The Signal Corps has never had any reason to believe that Chicago Aerial Industries is 
the only source of supply for the KA—20 camera. The Signal Corps records indicate that 
a sole source procurement to the Chicago Aerial Industries was never a consideration from 


the time this procurement request was received. In fact, 10 firms were solicited for this 
procurement.” 
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Senator Lone. If he is available, I might as well hear from him | 


now, because he might clear up some information. 

Do you swear to tell the whole truth, to the best of your ability, so 
help you God? 

Mr. DrCametrt. I do. 


TESTIMONY OF BEN DiCAMPLI, ELECTRONIC ENGINEER, PROCURE. 
MENT ACTIVITY, U.S. ARMY SIGNAL SUPPLY AGENCY, PHILA. 
DELPHIA, PA. 


Senator Lone. Would you please identify yourself for the record, 
I think you had better come up and sit beside Mr. Spolan, Mr. Di- 
Campli. 

Why was the decision made that this should be a negotiated contract 
on this KA-20 camera ? 

Mr. DiCamput. Well, I think you are talking about the KA-20, as 
we called it then, a day-night version. We never went sole source on 
that item. 

Senator Lone. You never bought that 

Mr. DiCameri. We never bought that item—wait, I beg your par. 
don. On production we never bought that item sole source. We 
don’t have a sole source contract or soliciation for the day-night ver- 
sion on a production basis, to my knowledge; my records so indicate, 

Senator Lone. Why did you want to buy it rather than the Air 
Force buy it? 

Mr. DiCamert. Well, at the time, to the best of my knowledge, it is 
that we had just completed the R. and D. on the day-night version, 
and we wanted to continue with the first production run. We wanted 
to have firsthand knowledge of any technical difficulties, and so forth. 

Senator Lona. I understand that Mr. Peirez had the production of 
this in June, and this was an October contract. 





Mr. DiCamptui. The contract that Mr. Peirez had in June was for | 


the day version. It was a camera to be suitable for use in daylight 
only, and from there we went on and wanted a camera suitable for day 
and night. 

General Scorretp. Mr. Chairman, if I might argue that a little bit, 
you must realize here you are talking about a development process that 
started out with a daylight camera and then a night camera, and then 
a camera, one camera, that would do both the day and night. 

Senator Lone. Yes. What reason would you have to believe that 


a man who could manufacture the day camera could not manufactur | 


the day and night camera ? 

Mr. DrCampti. We had no reason to believe that he couldn’t. 

Mr. McInarnay. Isn’t it true in these communications here that 
we have in October of 1958 that you gave a justification to the Air 
Force based on the same camera ? 

Mr. DiCampri. What has happened here is that we had received 
approval from the Air Force to aie the day camera, that is the awari 
that was made to Viewlex. At the time we were thinking of two 
cameras, a day version and a night version. 

When we had approval from the Air Force, we intended to split that 
See, place the day version in June, and then we were going to 0 
ahead and place the night version in October. 


— 
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The Air Force took some objection to this, and we never effected 
that procurement in October. In fact, the night version was changed 
completely because we had information that we now had a camera 
that would now serve both purposes, day and night. 

Mr. McInarnay. Well, now, that might be correct. But back in 
June 1958 did you have any other contractor whom you had canceled, 
terminated for default on this item ? 

Mr. DrCamptt. On this KA-20? 

Mr. McInarnay. Right. 

Mr. DiCampti. Not to my knowledge. 

Mr. McInarnay. How can you explain this communication sub- 
mitted to the Air Force by the Army saying: 

We are advised— 
this is what was said— 

We are advised by Department of Army that this is not a new or follow-on 


contract. The original requirement for which direct procurement was author- 
ized by the AF— 


and I am assuming here this is the contract to the Viewlex Corp.— 


is being placed with another contractor due to termination for default action 
against the contractor selected in June 1958." 

Mr, DiCamptt. I have no knowledge of that telegram. I would 
appreciate it if we-could have a copy of it. I would like to track it 
down myself. I couldn’t find it anywhere. 

Mr. McInarnay. This is not correct information ? 

Mr. DiCamptt. Well, I am not saying it is not correct information : 
we have no knowledge of the telegram. We searched for it, and 
couldn’t find it. I would like to know who sent it and to whom it was 
addressed, and so forth? 

Mr. McInarnay. Mr. Spolan, earlier you said that it was very, 
very unusual in your experience to have a 100-percent field inspection 
very close or at the conclusion of the performance of a contract. 

Is that what you said ? 

Mr. Srorian. I didn’t say it was very unusual. I said it is not the 
usual thing. 

Mr. McInarnay. I think you told the chairman that it happens 
very few times. 

Mr. Srotan. Very infrequently. 

Mr. McInarnay. Infrequently, 

Mr. Spotan. Whenever it is needed, that is all. The determination 
is not mine. 

Mr. McInarnay. Have you ever had an experience before when 
one of these 100-percent field inspections, after the conclusion of the 
contract, was looking toward or seeking records, which could be used 
asa basis for never giving a contractor another contract ? 





U.S. Army Signal Corps statement, subsequently furnished, follows: 

“Research indicates that the communication referred to by Mr. MeInarnay is a message 
eae Seaemanreete, Department of the Air Force, to the Air Force’s Air Materiel Com- 

and, specific . 
“From : Contracts Methods Branch, Procurement Policy Division, Director of Procurement 
and Production, Department of Air Force. 

To; Aeronautical Systems Center, Air Materiel Command, Wright Field, Ohio. 

“This interoffice communication of the Department of the Air Force is not understood 
since the Signal Corps never did consider termination for default action against the con- 


tractor selected in June 1958. Possible clarification may be found in our insert to p. 231 
(footnotes). 


? See exhibit XVI, p. 206. 
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Mr. Srotan. This is my first experience with 100-percent field in- 
spection. 

Mr. McInarnay. I think we have established that Lieutenant Colo- 
nel Price, and Lieutenant Colonel Price alone, is responsible for draft- 
ing this letter. 

Mr. Srotan. I couldn't say; I got a copy of the letter sent to me in 
Philadelphia. It was signed by Lieutenant Colonel Price. 

Mr. McInarnay. When you made this visit to the Viewlex Corp. in 
October of 1959 did you take some film samples with you to show up 
some defects ? 

Mr. Spotan. Not in the October visit; that was the January 14, 15 
visit, I believe. 

Mr. McInarnay. I see. You took some samples? 

Mr. Sprouan. Yes, sir. 

Mr. McInarnay. Do you have those samples? 

Mr. Srotan. They are in our files in the office. I didn’t bring those, 

Mr. McInarnay. You have the very same samples that you took to 
the Viewlex Corp. ? 

Mr. Spotan. I took to Viewlex? I took from Viewlex? 

Mr. McInarnay. No; I am talking about the ones you might have 
taken 2 Viewlex Corp. to show, as the user, certain defects. 

Mr. Srotan. Not film; no, sir. 

Mr. McInarnay. Now, Mr. Spolan, we had a copy of a report that 
is dated February 4, 1960.‘ Is this your first report, or is this your 
second report ? 

Mr. Spotan. That is the second report, and I would like to clarify 
that report, the date. That report was sent from Van Nuys, Calif,, to 
my office as my regular interim report. It was a typed copy. 

‘When my office got it, it was understood they wanted wider distri- 
bution. They took this letter and put it on a ditto master, but the girl 
instead of copying the February 4 date, put the date down as the date 
she typed it, and it became Februar y 10. 

The contents of the February 10 and the February 4 report are 
identical. 

Mr. McInarnay. I see. 

Did you have a prior written report? 

Mr. Spoian. I had an interim report No.1. I think you will find it 
in the file there.” 

Mr. MoInarnay. May wealso have copies of that ? 

General ScorireLD. You have the file. 

Mr. Spotan. You have the file. 

Mr. McInarnay. Has this 100 percent field inspection been com- 
pleted ? 

Mr. Spotan. Those that were available to me at the time; yes, sir. 

Mr. McInarnay. Is your finding in accordance with your state- 
ment in the February 4 report which says that, in general, the product 
is satisfactory. 

Mr. Spotan. Yes, sir. 

Mr. McInarnay. And in conformance with the specifications? 

Mr. Spotan. These specifications we had available. 





1 See exhibit XXTI, p. 247. 
2See exhibits XX through XXII, pp. 246—248. 
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Mr. McInarnay. Now, has the Army made any decision as it said it 
was going to in this letter of Lieutenant Colonel Price’s, as to whether 
any future contracts would be awarded to the Viewlex Corp. ? 

Mr. Srotan. I don’t know. 

General ScorteLp. Might I answer that ? 

Mr. McInarnay. Yes, sir. 

General ScorteLp. The statements in that letter have no control or 
bearing upon what I do, and I can say at the moment we have no 
intention nor have we ever had any intention, based upon the state- 
ment in that letter, to make no further contracts with Viewlex. 

Mr. McInarnay. Might we assume, then, General Scofield, that 
you do not approve of the statement that appeared in that letter. 
~ General Scorretp. No; I wouldn’t say that. That was a man’s feel- 
ing, for whatever basis I don’t know, and it only gives cause for those 
of us in procurement to look and see what the facts are and turn over 
the stones associated with any given instance, and this we did. So I 
would not say I don’t approve of that statement. This was his best 
judgment. 

Mr. McInarnay. Based on facts, part of which we brought out this 
morning ? 

General Scorretp. This is correct. 

Mr. McInarnay. Now, General Scofield, from what you have heard 
of the deficiencies noted and of the fact that even prior to this letter 
having been written, they were fairly minor, some of which were not 
even attributed to the manufacturer, would you say that such a state- 
ment was improper / 

General Scorretp. No; I would not say such. 

Mr. McInarnay. No further questions, Mr. Chairman. 

Senator Lone. I would like to ask Mr. Spolan this question. 

Would you look in your report here, Mr. Spolan, and tell me, when 
did this matter of the lateral alinement of gears first come into the 
picture? Was that in the VER? 

You had an UER in September. Was there any complaint about 
the gears at that time ? 

Mr. Spotan. No, sir. It was at the Fort Huachuca inspection. 

Senator Lone. Would you look at your report and tell me—just 
read from it—where did the allegation that there was a lateral aline- 
ment of gears that was apparently inadequate—when did that first 
come into the picture? Is that in the September letter? 

Mr. Srotan. This was the January 7 report that I made in 
December. 

Senator Lone. That is the report you made in December ? 

Mr. Sproran. But the trip was made on the 18th through 23d of 
December 1959. 

Senator Lone. That was December 18, 1959. Had you had any 
complaint about the gears that were in that UER or some field report ? 

Mr. Sproian. Well, these were additional discrepancies noted as a 
result of my visit to Fort Huachuca. 

Senator Lone. So in December you come up with that, but that 
was not in the report that was filed or the UER that was given? 





+See exhibit XVIII, p. 241, 
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Mr. Spotan. No, sir. I just looked at the camera and reported 
what I saw. 

Senator Lone. When did this problem about the oversized camlock 
shoulder come up? When did that first come into the picture? Does 
that have to do with the mount ? 

Mr. Spotan. At Yuma. 

Senator Lone. Yuma? 

Mr. Srotan. The mount was a separate item altogether. 

Senator Lone. When did the problem of the oversized camlock 
shoulder first come up ? 

Mr. Spotan. It was at Yuma when I first saw it. 

Senator Lone. What would the date of it be? 

Mr. Spoian. It would be the December 18 visit that I made there. 

Senator Lone. Now, this oversized camlock shoulder would relate 
to a matter beyond the control of the manufacturer and that he needed 
to have a different shape camlock in order to properly attach his 
camera to the mount; is that correct ? 

Mr. Spotan. No. He would not have to have an oversized cam- 
lock. The oversized camlock would interfere with mounting it 
properly. 

Senator Lone. In the field there was a mounting problem ? 

Mr. Srotan. No; set the camera properly on the mount and fasten 
it thereto. 

Senator Lone. Would that have anything to do with the Hycon 
mount to which reference is made in this letter, this camlock? Does 
that have anything to do with the Hycon ? 

Mr. Spotan. The Hycon mount? I don’t think there was any 
association there except that the Hycon mount mounting hole was 
slightly off. 

Senator Lona. If I understand it, it would be correct to say you 
started out with a Hycon mount and later dispensed with that mount 
for some reason or other. It was not desirable ? 

Mr. Srotan. That was not my decision, sir. 

Senator Lone. It seems to me that a person wouldn’t know what 
sort of camlock he needed until he knew what sort of mount he was 
going to have to use. Does the camlock attach the camera to the 
mount ? 

Mr. Spoian. Yes, sir. 

Senator Lone. Well, then, until the man knows what sort of mount 
he has, would it not be fair to say that he wouldn’t know what sort 
of camlock he needed to attach it? 

Mr. Spouan. It is quite possible, sir. I don’t believe I am qualified 
to answer that. Thiscomes under a different agency. 

Senator Lone. Well, it just seems to me that if I were going to 
attach this pencil to this glass, I would need to have the two of them 
in order to make a clamp to put them together. 

Mr. Sprotan. I might say this, Mr. Chairman, that the camlock I 
found on the camera was the same as the Government approved model 
we had to work with. 

Senator Lone. Well, the point I had in mind was that Mr. Peirez 
testified here about the camlock; that he didn’t know what sort of 
mount he was going to put his camera on when he started out; that 
the Government itself couldn’t specify precisely what the mounts 
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would be. And so it was beyond his power to know what the most 
desirable type lock would be to lock his camera to a mount until he 
had the mount. 

Mr. Spotan. Mr. Chairman, I would like to clarify one thing here. 
I was not in on the Government inspection at the beginning of the 
contract. I didn’t come into it until much later; the contract was 
almost complete when I came into it, and my visit to the inspector at 
the plant, my first visit, indicated the cameras were made in exact 
duplicate to the Government-furnished, or the preproduction approved 
model. 

General Scortetp. Mr. Chairman, if you want some clarification on 
this, I think it is a matter of getting at the specification boys to testify 
as to the situation in this particular field. 

You must remember that we are in a research and development phase 
here; we are working on models, and we are trying to compress time 
in order to meet military necessity. 

When you consider all these facts, you don’t have everything avail- 
able that you would like to have available at any given time, and 
therefore, if you want to know precisely what the situation was in 
this case, might I be so bold as to suggest that you give us some time 
to get the specification people, who would have these details, or we 
could have some opportunity to research them. 

Senator Lone. I will be glad to give you that time. 

I would like to have the facts on this. This man comes up and 
testifies here before this committee in December that he has had great 
difficulty in trying to bid on Government work where he believes he 
can give the Government a better product for a better price. 

He testified with regard to certain policies on proprietary rights 
which, he thinks, makes it very difficult for him to bid—to try to offer 
the Government a better price and a better product. 

Then he reports to us that within 3 weeks he is told his equipment 
(which turns out to be completely satisfactory and adequate) is to go 
through a complete field inspection. This proves to be an unusual 
type of inspection. The alleged complaint was for a lateral aline- 
ment of gears, which is completely in error and for an oversized cam- 
lock, when you should have merely said, “Look, fellow, we have a new 
kind of mount over here. Give us another camlock.” All this costs 
the man a substantial amount. He discovers in this letter that refer- 
ence is made to minor deficiencies, which are not specified, and that 
unless he comes through this inspection satisfactorily, that he can 
expect he won’t be doing any more business with the Government. 

That is his whole investment, that is his business. General Scofield, 
when a witness before a committee trying to serve the national in- 
terest, is put through an unnecessary and unusual inspection (which, 
in my judgment, proves to be unjustified) within a few days after 
he testified before that committee, and this unusual inspection is based 
on allegations which appear for the first time, that is, within a few 
days after he testified here, it does cause us to ask some questions, and 
especially when the camera is in all respects satisfactory. 

We would like to have a full record, both for your benefit and ours, 
and that is what we are seeking. 





1See supplemental statement, exhibit XVII, p. 238. 
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ExuHiBiIt XVII 


SUPPLEMENTARY INFORMATION WITH RESPECT TO THE TESTIMONY GIVEN BY Mag, 
Gen. H. L. ScorreELD AT HEARINGS HELD BEFORE THE SUBCOMMITTEE ON Goy- 
ERNMENT PROCUREMENT ON APRIL 7, 1960 


During the hearings, Senator Long questioned Army witnesses on a problem 
that Mr. Peirez, president of Viewlex, Inc., had raised on the camlock for the 
KA-20 camera. (A camlock is a part of a standard Dzus fastener which igs 
used extensively in making a mechanical connection between two devices. ) 

Viewlex, Inc., had manufactured the camera without having the mount to 
which the camera was to be attached. Senator Long stated, ‘“* * * it seems to 
me a person wouldn’t know what sort of camlock he needed until he knew what 
sort of mount he was going to have to use.” 

The contract for the camera was placed with Viewlex after competitive nego- 
tiation in June 1958. A model from the development contract and a perform: 
ance specification were furnished to Viewlex. In early September 1958 draw- 
ings received from the development contractor were furnished to Viewlex for 
informational purposes. 

Although the mount to which the camera is attached was not available for 
furnishing to Viewlex, the model, specifications, and drawings were provided. 
Subsequent investigations revealed that failure to seat properly on the mount 
was caused by interference between the head of the camlock and the fillet of the 
ear and casting of the camera body. This could have been corrected by a sim- 
ple machining operation to insure proper seating of the camlock or by reducing 
the diameter of the camlock head. Viewlex chose the latter method of cor. 
recting this deficiency. This was done by turning down the head of a Dzus 
fastener to a diameter of 1340 inch from a diameter of %¢ inch. 

A complete chronological report of the entire procurement of the KA-—20-A 
camera is enclosed.* You will notice that the events leading up to the decision 
to perform 100-percent inspection took place beginning in September 1959, 
The decision was therefore properly arrived at, and although it appears to be 
connected with the Peirez December appearance before the committee there is 
in fact no relationship whatsoever. 

Lt. Col. Richard H. Maerz, U.S. Army Combat Surveillance Agency, prepared 
the letter of January 11, 1960, to the Chief, Procurement and Distribution Divi- 
sion for the signature of Lt. Col. H. G. Price. 


General Scorretp. I can only repeat, Mr. Chairman, that to my 
knowledge, after a very thorough investigation of this matter, there 
is no connection between the inspection of the product in this case 
and his testimony before this committee, and I testified a short time 
ago to that fact, and I repeat it on this occasion. 

Secondly, we are not in a position to surmise things when it comes 
to equipment furnished to the Government. If we have reason to 
believe something is wrong, we have to investigate to insure that it 
either is or it is “not, and it is easy for us to determine on Monday 
morning what we should have done on Saturday, and on Saturday, 
however, we did not know the facts, and that was the reason for what 
was done in this particular case. 

I can only reassure you again that if I were to go through this 
tomorrow I would probably do the same thing based upon the infor- 
mation that was available. 

Senator Lone. Well, you know, General, we didn’t have very many 
small business witnesses before the committee at our patent hearing? 
It was not one calculated to be popular with the services, at least not 
with the Pentagon, and we had only two small business witnesses at 
that hearing. This fact and the subsequent and unusual inspection 
were a rather unusual coincidence, I think; you will concede that. 


1 See exhibit XVIII, p. 241. 
2“Patent Policies of Departments and Agencies of the Federal Government,” hearings, 
Dec. 8, 9, and 10, 1959. 
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General Scorte.tp. I know it. 

Mr. Perez. Mr. Chairman, may I say one thing, please ? 

Senator Lona. I am going to excuse these witnesses. 

Thank you very much, gentlemen. 

If you want to say something else, Mr. Peirez, you may do so. 

Mr. Perrez. I still consider myself under oath. 

If General Scofield will look into the facts, and I am sure he will, 
he may well change his mind, because on September 21, at a high- 
level meeting held at which Colonel Lee was the chairman, but Colonel 
Gray was there, and at that time it was definitely decided that the 
mount was the problem, and the thing was completely settled at that 
meeting, and I sent them all letters on it confirming it. 

We gave them some new drawings on a no-charge basis; a decision 
was reached at a subcommittee at which I sat in, and it was reversed 
subsequently. 

Now, that should clear up everything through until September 21. 

I think General Scofield can get at these records very easily, and I 
am convinced he does not know of them, and when he does see them 
he will recognize that it was resolved then. Thank you. 

Senator Lona. Were you at the conference on September 21? 

Mr. Petrez. I was in Washington, and I had to get myself invited, 
but every other contractor was there. 

Senator Lone. Have a seat here. Come up here and have a seat. 

You understand you are still under oath? 

Mr. Perrez. Yes, sir. 

Senator Lone. You were at a conference on September 21, you said, 
at which it was agreed that the mount was the problem ? 

Mr. Perrez. That is right; and Colonel Gray and Colonel Lee knew 
it. 

Senator Lone. Now, was the problem raised about these gears or 
this cam at that time ? 

Mr. Perrez. No, sir. 

Senator Lone. Could you have known about the gears or the cam 
at that time if they were defective ? 

Mr. Petrez. We certainly should have. We had delivered cam- 
eras. We knew there was a little problem with the camlock, but that 
was the fault of the mount and, as Mr. Spolan said, the hole in the 
mount was out of alinement, which caused the camlock to cock. Now 
that, too, was settled at the September 21 meeting. 

Senator Lona. How was it settled ? 

Mr. Perrez. Well, there was a full day’s discussion. There were 
subcommittees set up. And Mr. Myers was mentioned, he was part 
of this subcommittee thing. I think Mr. Myers’ supervisor was with 
us. We called our office in New York, our chief engineer was with 
me. 

We drew up new—we made new drawings, and the thing was re- 
solved then, and then additional checks were made. 

There was no mention of gears. It was definitely decided—and the 
record will prove that—that the problem was in the mount, and further 
tests were going to be conducted. 

As a matter of fact, it was a question as to who would make the 
mount, and in our correspondence we said we did not consider our- 
selves as being qualified—rather we considered ourselves qualified to 
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make the mount, but did not want to bid on it because we thought the 
mount should be made by the vehicle maker, Radioplane, and the 
Radioplane people expressed the same viewpoint at that time. The 
decision as to what would be done with the mount was made then. 

Of course, that was none of our affair. All we were interested: in 
was seeing our camera perform properly. 

Senator Lone. Then the matter with regard to the camlock could 
never be really resolved until you knew what the mount was going to 
be, could it ? 

Mr. Perrez. That is correct to an extent. If the mount was satis- 
factory and the dimensions showed to us on the mount were satis- 
factory, there would have been no problem. There was no question 
at the time that the mount was unsatisfactory. There was no ques- 
tion about it in anyone’s mind. The mount had a hole out of line. 

Senator Lone. What I cannot understand about it is this: if you 
have the mounted camera on a mount and the camlock, that is the 
device that holds the camera on the mount 

Mr. Perez. Correct. 

Senator Lone (continuing). Then you cannot blame anybody for 
not having the camlock precise to the mount until you know what the 
mount is going to be. 

Mr. Perrez. You are very correct, Senator, and that was a decision 
reached September 21 in Washington at the meeting I attended, 
and it was decided that the mount would be corrected, and it was 
subsequently corrected, and that ended all the problems with the 
camlocks. Despite that we still did supply 300-plus sets of camlocks, 
no charge. 

Senator Lone. As far as the field inspection is concerned, if the 
camlock is all that the problem was, and the only deficiency, would 
it have been a simpler matter for you, if you had simply been re- 
quested to provide some camlocks that were of a different size? 

Mr. Pemez. Yes, sir. In fact, it is that we did supply additional 
camlocks, 300-plus sets, at no charge. 

Senator Lone. Would that have, in your judgment, been something 
which required a field study of all the cameras or justified a field 
inspection of all of these cameras? 

Mr. Peirez. No, sir; and the facts prove that it was not necessary. 

Senator Lone. A waste of both Government money and of money 
to you. 

Mr. Petrez. Well, it certainly cost us money. I don’t know how 
much it cost the Government. 

Senator Lone. As far as the lateral alinement of the gears, all 
you had to do was to take a good look at it and the gears were in 
line all the time or at least sufficiently alined to where they worked. 

Mr. Perrez. The gears were in line. The lateral displacement, the 
slight lateral displacement, is normal production procedure where 
you allow tolerances so you will not hand fit each gear for what 
appears to be an eye-perfect mesh, because if and when a gear wears 
or needs to be replaced, you want it on a fully interchangeable basis 
rather than a hand fit, and this is in accordance with specifications. 
This is good, sound, solid manufacturing procedures. 

Senator Lone. Do you know whether the same type problem as 
this was experienced by other manufacturers producing this same 
commodity ? 
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Mr. Perrez. When our men were out at Sacramento and Van Nuys, 
I think they had an opportunity to see a camera manufactured under 
the subsequent contract. More important is the fact that we had 
in our possession cameras made under research and development and 
limited production by another manufacturer, and the gear teeth are 
in exactly the same position. They vary slightly laterally, again 
because this is sound, normal, good manufacturing production 
procedures. 

Senator Lone. Thank you very much. 

Mr. Perez. Thank you. 

Senator Lone. Would you care to ask any questions? 

Senator WriaMs. No. 

Senator Lone. Then I will recess these hearings. 

I have nothing further at this time, Mr. Chairman, except to say 


that the record will be kept open to receive any additional material 
bearing on this morning’s hearing. 


This committee will reconvene here at 3 o’clock. (Whereupon, at 
2:30 p.m., the subcommittee recessed, to reconvene at 3 p.m., the same 
day.) 

{Material subsequently submitted follows :) 


Exuisit XVIII 
ApRIL 14, 1960. 

Memorandum for record subsequently submitted by the Signal Corps. 
Subject: Chronological history of KA-20-A (day) camera. 
R. € D. contract DA-36-039-SC-70103 

June 23, 1955: Award made, on a sole source basis, to Hycon Manufacturing 
Co., Pasadena, Calif., for 10 KA-20 (day) cameras, by the Fort Monmouth 
Procurement Office. The basis for sole source was the fact that Hycon had a 
commercial product that closely approximated the Army requirement. Manu- 
facturer’s drawings were to be furnished as part of the contract, except for 


proprietary items; namely, shutter, vacuum regulator, and image motion com- 
pensation mechanism. 


March 15, 1956: Final delivery of 10 cameras. 
March 28, 1956: One set of manufacturer’s drawings delivered. 


R. & D. contract DA-36-039-SC-73201 


March 11, 1957: Second development contract awarded, on a sole source basis, 
to Hycon Manufacturing Co. for 10 KA—20 (day) cameras, by the Fort Monmouth 
Procurement Office, to incorporate modifications and additional technical fea- 
tures as determined by the U.S. Army Signal Research & Development Labora- 
tory. Drawings for proprietary items were again contractually excluded. 

April 7, 1958: Final delivery of cameras. 

August 8, 1958: Manufacturer’s drawings received from Hycon. 


Production contract, order No. 19415—P-57? 


February 28, 1957: Production contract for 50 KA-20 (day) cameras placed 
with Hycon Manufacturing Co. by U.S. Army Electronic Proving Ground Pro- 
curement Office. Cameras were to be identical to those on concurrent Fort 
Monmouth contract, DA-36—-039-SC-73201. Acceptance of the units on the 
USAEPG Procurement Office, Fort Huachuca, Ariz., contract based on test 
results and acceptance on the Fort Monmouth contract. 

Cameras needed for testing and evaluating drone photography. Quantity 
needed in anticipation of high drone mortality rate. 

May 6, 1958: Final delivery of cameras. 


Production contract, order No. 680—PM-58 


June 30, 1958: Awarded to Viewlex, Inc., Long Island City, N.Y., for 355 
KA-20 (day) cameras, on a competitive negotiated basis. A model from develop- 
ment contract DA-36-039-SC-73201 with Hycon and performance specification, 
were used as a basis for negotiation. 
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Early September 1958: Manufacturer’s drawings from Hycon’s development 
contract SC-73201, made available to Viewlex for informational purposes only. 
These drawings had been furnished to Signal Corps by Hycon on August 8, 195s. 

June 1959: First quantity (12) produced and accepted by the Government. 
Six of these shipped to Fort Huachuca to be flight tested as part of the 
AN/USD-1 drone system. 

September 9, 1959: Message from CSTATC (Combat Surveillance Target 
Acquisition Training Command) at Fort Huachuca reporting unsatisfactory 
performance of KA—20—-A cameras during drone flight tests. Material and design 
failures quoted as “fractured lens mounts, warped base plates, mountings too 
fragile, shutter drive housing warped,” and other miscellaneous deficiencies. 

September 11, 1959: Above information forwarded by P. & D. Division, 
OCSigO, to USASESA (U.S. Army Signal Equipment Support Agency) and 
Quality Assurance Activity, USASSA (U.S. Army Signal Supply Agency), for 
investigation. 

September 14, 1959: Unsatisfactory equipment report No. 60-336 substantiating 
deficiencies reported in September 9, 1959, CSTATC message. 

November 2, 1959: USASESA report on investigation of camera deficiencies, 
Poor picture quality traced to inadequate filter specification. Improved version 
of filter authorized by USASESA. Camera break-up on impact related to inade- 
quate Hycon mount. New mount designed by Radioplane to be tested with KA- 
20-A camera in forthcoming flight tests at Yuma. 

December 11, 1959: D/F from U.S. Army Combat Surveillance Agency re- 
quested a representative of Quality Assurance Activity, U.S. Army Signal Supply 
Agency make an on-the-spot observation of drone flight tests with KA-—20-A cam- 
era being held at Yuma Test Station, Ariz. Also requested visit to U.S. Army Elec- 
tronic Proving Ground and Radioplane in this regard. This action was to assure 
that adequate quality control of the camera was being effected. 

December 11, 1959: Procurement Branch, P. & D. Division, OCSigO, issued in- 
struction via Intrafax to Deputy For Quality Assurance, USASSA, implementing 
preceding recommendation by U.S. Army Combat Surveillance Agency. Mr, J. 
Spolan, Quality Assurance Activity, subsequently departed on this mission. 

January 7, 1960: Report by Mr. J. Spolan on his findings during his observa- 
tion of the flight tests of the KA—20—A camera at Yuma Test Station (see incl. 1). 

January 8, 1960: Meeting at U.S. Army Combat Surveillance Agency, Arling- 
ton, Va., Mr. Spolan verbally reported on his observations at the Yuma tests. 
Poor quality of photographs taken with the camera attributed to inadequate 
filter, although manufactured to the specification. New filter specifications being 
provided to correct this. No impact damage occurred to the camera when 
used with the new Radioplane mount. Other deficiencies found included outside 
Dzus fasteners, loose camlock setscrews, and burr in screw holes. 

Combat Surveillance Agency considered these defects serious enough as to 
warrant 100 percent recheck of all KA—20—A cameras in CONUS. 

January 11, 1960: Correspondence from U.S. Army Combat Surveillance Agency 
to P. & D. Division, OCSigO, requesting such action. Cameras to be checked at 
Radioplane and Sacramento and Tobyhanna Signal Depots. 

January 12, 1960: AN/USD-1 drone management meeting at U.S. Army Sig- 
nal Supply Agency. KA-—20—-A camera situation discussed. Major Taylor, AN/ 
USD-1 contracting officer, took steps to freeze all KA-20—-A cameras at Radio- 
plane, pending camera recheck by Quality Assurance representative. Simultan- 
eously USASSA froze stocks at Sacramento and Tobyhanna Signal Depots pend- 
ing camera recheck. 

January 19, 1960: Conference held at U.S. Army Signal Equipment Support 
Agency. The KA-20-A camera situation was discussed. Agreement and under- 
standing was reached between U.S. Army Combat Surveillance Agency, U.S. Army 
Signal Equipment Support Agency, KA-—20-—A contracting officer, Quality Assur- 
ance Activity, USASSA, and P. & D. Division, OCSigO as to necessary action. 
One hundred percent recheck of all KA—20—A cameras already produced and ac- 
cepted by the Government and now in the hands of Radioplane, Sacramento, and 
Tobyhanna. 

Any deficiencies found would be corrected on the spot, including old filters with 
the new improved filter. 

About 50 cameras still in process of production, would be checked out at the 
contractor’s plant by the Government inspector. These would incorporate all nec- 
essary changes. 

January 22, 1960: Procurement Branch, P. & D. Division issued instructions 
via Intrafax to the Quality Assurance Activity, USASSA, for Mr. J. Spolan to 
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proceed to Radioplane and the depots for recheck of the KA-20-A camera. 
Copy of instruction was sent to Major Bonucci, KA—20-A contracting officer. ms 

January 29, 1960: Interim report from Mr. Spolan at Radioplane. Of 50 
cameras examined, 38 were found completely acceptable. Remaining 12 con- 
tained deficiencies such as incorrect filters and camlocks and loose camlocks set- 
screws. All deficiencies corrected on the spot. 

February 10, 1960: Second interim report from Mr. Spolan. 

February 19, 1960: Interim report No. 3 from Mr. Spolan. Forty-two KA-20- 
A cameras inspected 100 percent at Sacramento Signal Depot. Only work neces- 
sary on the cameras inspected was application of glyptol to the Dzus fastener re- 
taining screws. 

February 19, 1960: 


In composite : Cameras 
Numper of KA-20-A. Cameras insnected........<+<--cccsnceeccnens=se 155 
COT OR SILI, DRG cig cnin ns cnn ote minermidapitarre wane anemia 139 
Camares FeauirTing FeOueIt OF GCIGROMODL Qo. 6 ~ nonneuern ose neenenwe 16 

Combined defects found: 

a ee ere 11 
I meee 1 
Wiis TORnIbe TICALOIS...g... aonncusecnes~eneo eee ere 3 
Image motion compensation detention action-__.___.__-___--_-_-__---_-____ 2 
ee. SS oor adres cena toon aaaiedeaine ad bmasenueesee mmm cea mnie 1 
Se) ic eee cee etnipmeabianeniere 1 
NTE nnn ee nnn ae ee 12 


oO 


February 25, 1960: Final delivery of 10 cameras; last camera (1) was de- 
livered and accepted on February 25, 1960. 

March 4, 1960: Report by Mr. Spolan on visit to Tobyhanna Signal Depot to 
check on 5 KA-20-A cameras there. No major deficiencies found. Lock-tite 
was applied to all Dzus fastener retaining setscrews. 

April 7, 1960: Manufacturer’s drawings due September 28, 1959, delivered by 
Viewlex. 

©. H. BUTLER, 
Acting Chief, Procurement Branch, 
Procurement and Distribution Division. 


U.S. ARMy SIGNAL SuppPLy AGENCY, 
QUALITY ASSURANCE ENGINEERING DIVISION, 
January 7, 1960. 

(Enclosure 1) 

Memorandum for: Chief, Equipment Coordination Branch. 

Subject: Visit to Yuma Test Station, Yuma, Ariz., USAEPG, Fort Huachuca, 
Ariz., and Radioplane, Van Nuys, Calif., on December 18 through 23, 1959, 
re camera KA—20—A. 

1, Purpose: To observe and evaluate camera KA-20-A for operational, de- 
sign, and workmanship deficiencies. 

2. The attached summary report is based on the examination of 18 each 
KA-20-A cameras at subject locations manufactured by Viewlex, Inc., on order 
No. 680-PM-—58. The report tabulates discrepancies noted on cameras not yet 
flown in the SD-1 drone (preflight) and on all available cameras which had 
been flown. 

3. Evaluation of the discrepancies clearly indicates that a major portion of 
the damages to the cameras was due to the inadequacy of the mount manufac- 
tured by Hycon. This mount was originally designed for manned flight usage 
and it is quite evident that it does not provide adequate camera protection for 
conditions encountered during drone launching, flight, and landing. This opinion 
is substantiated by the damage and distortion noted on the base plate castings on 
cameras numbered 13, 17, 23, and 34 after only one flight each. Further. this 
type of damage did not result with Radioplane mounts on the 6 flights made by 
camera No. 76 and the 5 flights each made by cameras 26 and 137. 

4. An additional factor which contributed to camera damage was the 14-inch 
misalinement of the front Camlock hole in the Hycon mount with the Camlock 
retainer boss on the camera base plate. This misalinement required forcing of 
the camera against the oversize gusset in the camera opening of the drone. 
This, in turn, nullifies the shock-absorbing action of the mount imparting a high 
level of impact to the camera. 
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5. All cameras available were inspected for the following attributes: 

(a) Trueness of fit of all parts. 

(b) Distortion of cast parts. 

(c) Shutter operation. 

(d) Image motion compensation control 

(e) Gear train operation. 

(f) Clamps, spring load, lens cone to body. 

(g) Workmanship and appearance generally adequate. 

6. In addition to the discrepancies noted above, the following conditions were 
noted : 

(a) Camlock shoulder on early serial numbered cameras, oversized. 

(bv) Lateral alinement of gears could be improved (no standard for gear aline 
ment available). 

(c) All camlock setscrews were finger loose. 

(d) Burr around screw recess hole in platen of one camera. 

(€) One of the three clips on lens protector broken. 

7. The general conclusions from the above results are that most of the defects 
noted, all minor in nature, could have been prevented by more effective quality 
assurance and the indicated design changes. 

8. The following actions are being taken by the camera manufacturer. 

(a) Corrected filters are being furnished for 208 cameras. 

(b) All incorrectly sized camlocks are being furnished to replace those with 
oversized shoulders. 

9. It is recommended that the following actions be considered : 

(a) Two additional cone clamps be installed in order to distribute impact shock 
to four sides rather than the two currently utilized. 

(b) Modify the camlock setscrews to increase length so that a locknut can 
be used to prevent loss by vibration. Retention of setscrew will pervent loss of 
camlocks. 

(c) Set a standard for train gear alinement. 

10. Conclusion: It is coneluded that with the corrective action taken as in 
paragraph 4 above, and the recommendations adopted as in paragraph 9 above, 
camera discrepancies should be reduced to a minimum. 

JAY SPOLAN, 
National Equipment Coordinator, 
Equipment Coordination Branch. 


ExHisit XIX 


U.S. ARMY SIGNAL EQUIPMENT SUPPORT AGENCY, 
PRODUCTION ENGINEERING DEPARTMENT, 
FIELD ENGINEERING DIVISION, 
GENERAL EQUIPMENT BRANCH, 
Fort Monmouth, N.J., January 20, 1960. 


CONFERENCE REPORT 


Memorandum for: Chief, General Equipment Branch, Field Engineering Division, 
Production Engineering Department, U.S. Army Signal Equipment Support 
Agency. 

Subject: Report of meeting held 18-19 January 1960 regarding problem areas in 
Aerial Photographic Equipment Procurements. 

1. Purpose: To determine status on procurement data, equipment design and 
contract status for those equipments currently in production. 

Personnel in attendance: 

Lt. Col. Richard H. Maerz, USACSA. 

Mr. E. G. Myers, OCSigO. 

Mr. J. Bernard Joseph, P and D Div, OCSigO. 

Mr. D. D. White, M and E Branch, OCSigO. 

Major Lino Bonucci, USASSA, Contracting Officer. 

Mr. David Sandel, USASSA, Major Equipment. 

Mr. Jay Spolan, USASSA, Quality Assurance Div. 

Mr. E. Howard Scott, Jr., USASSA, Engineer. 

Mr. Otto R. White, USASESA, Field Engineering Division. 

Mr. I. Barbaccia, USASESA, Field Engineering Division. 

Mr. M. Moritz, USASESA, Equipment Improvement Branch. 

Mr. Leo Capatosto, USASESA, Equipment Improvement Branch. 
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Mr. M. Newman, USASESA, Procurement Data Division. 

Mr. M. Tobman, USASESA, Procurement Data Division. 

Mr. E. G. Manuel, USASESA, Applications Engineering Div. 

Mr. Irving Rosenberg, USASESA, Maintenance Methods Division. 
Mr. Carl W. Moody, USASESA, Field Engineering Division. 

8. Discussion: This meeting was called to discuss the problem areas related 
to procurement data, delivery and reliability for KA-20A Camera, Still Picture, 
KS—54 manned aircraft system and production status on Hycon Manufacturing 
Company Order 20219-FH-58 for Mount, Aircraft Camera LA-—140A, Photoflash 
Ejector Group LA( ) and KA-389A, Camera, Still Picture, Order 04147—PP-59- 
BS and KA-30 Camera, Still Picture. 

a. Camera, Still Picture KA-20A. Mr. E. G. Myers, P and D Division, OCSigO, 
called this meeting to clarify reported deficiencies on the KA-20A, Camera, 
Still Picture, on Order 680-PM-58 with Viewlex, Incorporated, Long Island 
City, New York. Mr. Jay Spolan, Q. A. Div, USASSA, had been directed to visit 
Ft. Huachuca, Arizona; Yuma Test Site, Yuma, Arizona; Radioplane Company, 
Van Nuys, California; and Viewlex, Incorporated, Long Island City, New York, 
to investigate deficiencies reported by The Combat Surveillance Agency. Mr. 
Spolan reported that the contractor was complying with the terms of his contract 
in present production and that detailed study of the equipment in question showed 
only minor deficiencies related to metal particles, paint marring and metal 
burrs on the film platen. These findings were agreed upon by the Field Engineer, 
the Contracting Officer, the Contracting Officer's Technical Advisor, and the 
Air Force Quality Assurance Representative who accompanied Mr. Spolan to 
the contractor’s facility. It is understood that Combat Surveillance Agency has 
issued instructions to stop all shipments of KA-20 cameras from Depot Stock 
and Radioplane Company. In view of the above, it was agreed that Mr. Spolan 
would examine and investigate on a 100% basis all equipments in Sacramento 
Signal Depot and Radioplane, with a Viewlex engineer to verify that the equip 
ments do not contain any of the discrepancies contained in Mr. Spolan’s report. 

b. Camera, Still Picture KA-39A. This camera is currently in production with 
Chicago Aerial Industries, Incorporated, and is intended for use in both manned 
and pilotless aircraft (AN/USD-1 Drone Surveillance System). The results ob- 
tained from Phase III testing indicate a deficiency in the night capability. This 
may be due to a variety of reasons such as degree of vehicle stability, limitations 
of the camera optical system, flash cartridge performance and film emulsion 
speed. The filter data received from Chicago Aerial Industries for the clear 
filter indicate no significant improvement in picture quality can be obtained with 
the present optical system. Chicago Aerial Industries has proposed to Combat 
Surveillance Agency a new lens design that will increase the light transmission 
approximately four times. Six months will be required to fabricate and test this 
lens for possible adaption to the existing KA-39A cameras. Lt Col. R. H. Maerz, 
USACSA, stated that 4,000 feet night capability was desired in the L-19 appli- 
cation. He further stated that photographs obtained during Phase III drone test 
at less than 1,000 feet were considered nonacceptable to the USACSA. It would 
appear that the proposed lens design would fall short of satisfying USACSA. 

ce. Mount, Aircraft LA-140A. This Agency is currently reviewing a cost anal- 
ysis concerning a contract modification to convert the Hycon contract, 20219- 
FH-58, to provide night photographic capability for L-19 aircraft using the A12 
ejector with the M112 cartridge. Based on the statements that KA-39A camera 
has a limited night capability, consideration was given to possible adoption 
of the M-128 flash cartridge in lieu of the M-112. This would require a major 
engineering redesign of the flash ejector assembly. USACSA finally agreed that 
the M-112 flare would be used and would be the standard until the contem- 
plated “Daisy” Flash Cartridge now in development becomes available. Mr. D. 
Sandel has requested the contracting officer to suspend negotiation on the day- 
night conversion until a final decision can be obtained from P and D Division, 
Office of the Chief Signal Officer. 

d. Camera, Still Picture KA-30. This Agency has cleared procurement data 
for the KA-30 Camera which will result in an MIPR being placed upon the 
Navy for this equipment. Mr. Myers stated that standardization of this equip- 
ment is scheduled for SCTC action in February 1960. P and D Division will, 
upon approval of SCTC action for KA-80 Camera, authorize this Agency to pre- 
pare procurement data for the KA-30. 

e. Flight Tests (L-19 Aircraft). It was proposed that a test program be initi- 
ated to determine night capability, over various terrains, of the KA-39A and 
Mount, Aircraft, Camera LA-140( ). This Agency has the original Hycon, 
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Mount, Aircraft, Camera, and KA-20/XM2 Day-Night Camera, still picture, 
This equipment is functionally identical to the current production equipments, 
To date this Agency has not received the KA-39A camera, still picture returned 
to Chicago Aerial Industries, which was intended for a procurement model, 
This model is needed for use as a procurement model and for assistance in review 
of procurement data. It was agreed that the L-19 night tests would be conducted 
in order to obtain substantiating data on the capability of this equipment. The 
results could then be used in the preparation of military characteristics by 
USACSA. The site and personnel for these tests will be determined at a meeting 
rae for 22 January 1960, at Office of the Chief Signal Officer, Washington, 

.C. 

4. Conclusions: a. Camera, Still Picture KA-20A. It was agreed that the con- 
tractor, Viewlex, Incorporated, is meeting the requirements of the contract. It 
was agreed that the area in question is the responsibility of Quality Assurance 
and they will recommend the necessary corrective action. Improved Dzus fast- 
eners will be supplied by the manufacturer at no cost to the Government. 

b. Camera, Still Picture KA-39. It was agreed that a test program would be 
initiated to obtain specific data regarding the night capability of this equipment, 

e. Mount, Aircraft LA-140A. The USACSA representative stated that the flash 
cartridge M-—112 would be the standard. Mr. Sandel will notify this Agency of 
any change contemplated that would affect the present contract modification 
proposal. 

d. Camera, Still Picture KA-30. This Agency has cleared procurement data 
which would result in this MIPR being placed on the Navy for this equipment, 
P and D Division will forward a directive to this Agency recommending that this 
Agency prepare data when this equipment becomes Signal Corps responsibility, 

5. Action required: a. A Technical Action Request will be initiated to obtain 
147 filter sets for the KA—20A Camera Still Picture already in the field. The 
present contract Viewlex 680—-PM-58 has been modified to incorporate the change 
in the balanee of the production. 

b. Quality Assurance representative Mr. Jay Spolan will coordinate the pend- 
ing review of the KA-20A and KA-39A Cameras, Still Picture, at Sacramento 
and Radioplane, Van Nuys, California. 

ce. Procurement Data Division will prepare procurement data for the KS-54 
Camera System. Completion of this action will depend on completion of flight 
tests, availability of models, and appropriate SCTC action. 

CARL W. Moopy, 
Chief, General Equipment Section, General Equipment Branch, 
Field Engineering Division. 
Concur: 
I. A. BARBACCIA, 
General Equipment Section. 
Ortro R. WHITE, 
Asst. Chief, General Equipment Branch. 
M. Moritz, 
Chief, Radar Cm. & Photo Sec., 
Equipment Improvement Branch. 


ExHIBIT XX 


U.S. Army Sienat Suppry AGENcy, 
QUALITY ASSURANCE ENGINEERING DIVISION, 
Philadelphia, Pa., February 3, 1960. 

Memorandum for: Chief, Equipment Coordination Branch. 

Subject: Interim Report No. 1, on Visit to Radioplane Division, Northrup, 
Aviation, Van Nuys, Calif., on 1/25/60 through 1/27/60, Re Inspection of 
Cameras, Still Picture KA—-20A and KA-39A 

Fesrvuary 3, 1960. 
1. Personnel contacted: 
L. Jensen, QARIC. 
S. Walderman, QARep. 
N. L. Polisky, USDIA, Project Mgr. 
L. George, A/USDIA, Project Mgr. 
2. General: a. Contractor Personnel were notified of this visit, and the reason 
for it by Major Taylor of WRO, a special areas has been prepared for this 
specific duty. 
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b. To date, forty-two (42) cameras have been inspected. Thirty-three (33) 
are considered acceptable for the intended usage. These cameras fall within 
the range of serial numbers from 155 to 299. All of these cameras are fitted 
with the corrected filters and the modified camlocks (DZUS fasteners). All 
cameras tested thus far have been run no less than one hundred cycles. There 
is no evidence of gear wear or misalignment beyond specification requirements. 
No jamming or stripping of gears is evident. Pressure applied to the take-up 
roller, at the terminal of the gear train, slows up the movement, which is the 
only effect noted. 

ce. Of the nine cameras withheld for repair or adjustment the majority need 
replacement of filters and camlocks. These cameras are in the serial number 
range from 12 to 68. Three of the withheld cameras have exposure counters 
which do not register correctly. One rear lens protector cap has a defective 
bayonet slot. All cameras are operable. 

d. All camlock retainer set-screws are loose. Locking the set screws with 
Glyptal is the corrective action agreed upon at the conference held in USASESA 

Jan. 60 
* Viewlex called Radioplane today to inform them that two of their engineers 
would arrive here not later than Monday (1 Feb. 60) to make required repairs 
or adjustments. Viewlex also requested to speak with me regarding parts 
needed other than the camlocks which they are hand carrying. I recommended 
those parts, which during my inspection, I found may not be reparable or 
adjustable. 

f. It is possible to inspect between 15 and 18 cameras daily. The thirty-six 
cameras required to meet the 1 Feb. deadline, will be available prior to that 
date. It is anticipated that the inspection of KA-20A cameras on hand will be 
completed by the middle of next week (1—4 Feb. 60). 

g. Camera KA-39A: I have been informed that there are approximately 200 
ea KA-39A cameras and accessory boxes in storage. Before proceeding to 
Sacramento Signal Depot, randomly selected samples will be subjected to the 
inspection performed on KA-20A cameras. Detailed inspection record forms on 
the KA-20A cameras will be forwarded on completion of the operation at 
Radioplane. 

JAY SPOLAN, 
National Equipment Coordinator, Equipment Coordination Branch. 


ExHIsit XXI 
FrEesruary 4, 1960. 
Memorandum to: Chief, Equipment Coordinate Branch 
Subject: Interim Report No. 2, on visit to Radioplane, Van Nuys, Calif., from 
date of previous report to date, relative to special inspection of camera 
KA-20A 
1. Personnel contacted in addition to those already reported: 
(1) Mr. M. Levine, USASESA, WHO representative. 
(2) Mr. Fichler, Chicago Aerial Industries. 
(3) Mr. C. Hinton, Chicago Aerial Industries, western representative. 
(4) Mr. J. D. Blum, Viewlex, Inc., contract administrator. 
(5) Mr. E. Thurston, Viewlex, Inc., project supervisor. 
(6) Mr. O. Cytron, Radioplane, inspection department. 
(7) Mr. L. Brown, Radioplane, assistant project manager, USD-I. 

2. General: (a) As reported to you by telephone, Friday, January 29, 1960, 
I had inspected 60 each of the 113 cameras on hand in the subject plant. I was 
assisted in this operation by Mr. Cytron of Radioplane’s inspection department. 
Thirty-six of these cameras were released to Radioplane prior to the February 1 
dateline, in compliance with the P. & D. instruction letter. 

(b) Each camera was operated for at least 100 cycles. During the cycling 
period, the cameras were operated at varying image motion; compensation 
settings, shutter speeds, and intentional strain on the gear train by applying 
pressure to the metering roller at the gear train termination. No operational 
discrepancies were noted. There was no evidence of gear wear or metallic 
particles observed during this test. At the conclusion of the individual camera 
test, Glyptal 1201 was applied to the Dzus fastener set screws to prevent 
loss of both the set screw and fastener due to vibration. Similar action was 
taken on all cameras tested and inspected. Glyptal was not applied to these 
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cameras which were fitted with the old type Dzus fasteners. These cameras 
were held in abeyance pending replacement with modified fasteners. 

(c) Of the 60 cameras originally inspected, nine were withheld from acceptance, 
Five for replacement of filters and Dzus fasteners; one in which the film footage 
indicator was assembled in reverse; one for nonoperating shutter counter; and 
one in which the 1—MC detent button did not seat properly. 

(d) During the course of inspection it was noted that three of the transit 
case locks were damaged in handling. At my suggestion, a pressure sensitive tape 
3 inches wide, 6 inches long, was placed over the transit case lock, to prevent the 
opener handle from being left in the horizontally detented operating position, 
rather than flat against the case, the normal position when in transit or not in 
use. 

(e) The Viewlex representatives entered the plant on Monday, February 1, 
1960. The remainder of the cameras were inspected and corrective action taken 
by Viewlex as indicated on the check sheets prepared prior to this visit. (Sam- 
ples include No. 1.) 

(f) The inspection and tests were concluded at the end of the business day, 
February 2, 1960. Twelve cameras remain; held in abeyance awaiting only 
the change of filters due to arrive from Lexington Signal Depot. Arrangements 
for supply of the modified filters was made by Mr. Norman Levine, major equip- 
ment division. The morning of February 1, 1960, was spent in advising the RIC; 
Mr. Lee Jensen, of the procedure to be utilized in effecting the substitution of new 
filters for old. Following Mr. Levine’s phoned instructions, the old filters are 
to be returned to Tobyhanna Signal Depot for future disposition. Modified filters, 
in excess of those needed to replace the unmodified filters are to be returned 
to Lexington Signal Depot, as noted. 

(g) Upon arrival the Viewlex representatives requested that their latest ship- 
ment, January 14, 1960, in the higher serial numbers, be sampled rather than 
be subjected to a 100-percent test ; both in the interest of saving time, and the fact 
that no defects were noted on my check sheets beginning with serial No. 167. I 
stated that I could not comply since granting such a request would be in conflict 
with specific instructions to perform a 100-percent inspection. It was later found 
that three of the lower serial numbered cameras were among the cameras still 
to be tested. Five of the cameras were tested with film running through. 

3... Conclusion : 

At the conclusion of the Radioplane operation, observations made and results 
of the tests and inspections performed, it was determined that the 113 cameras 
inspected are of adequate quality, meeting all contractual and technical require- 
ments. 

JAY SPOLAN, 
Electronic Equipment Inspection Specialist, Quality Assuranee Engi- 
neering Division. 


Exuipit XXII 


U.S. ArmMy SIGNAL Supply AGENCY, 
QUALITY ASSURANCE ENGINEERING DIVISION, 
February 19, 1960. 
Memorandum for: Chief, Equipment Coordination Branch. 
Subject: Interim Report No. 3: Inspection activity on cameras KA-20A and 
KA-39A, at Sacramento Signal Depot, February 3-5, 1960. (Final 
report KA-20A.) 


1. Personnel contacted : 
Sacramento Signal Depot: 


Col. Reilly, Commanding Officer. 

Major Hayes, Adjutant. 

G. Boullier, Civilian Chief. 

C. A. Bairos, Chief, Quality Assurance Office. 

J. S. Starzec, A/Chief Quality Assurance Office. 
J. E. Russell, Chief, Administrative Branch. 

J. F. Buechner, Chief Supply Inspection Branch. 
J. D. Bridges, A/Chief Supply Inspection Branch. 
R. EB. Threkel, Chief, Photo Lab. 
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Viewlex, Inc. : 


J.D. Blum, Contract Administrator. 
E. Thurston, supervisor, KA—20A project. 


9 General: (a) Purpose of the subject visit was to continue inspection of 
subject cameras as per P. & D., OCSigO letter dated January 22, 1960. 

(b) Accompanied by the Viewlex representative our mission and intended 
action was explained to the depot commanding officer, the adjutant and the 
civilian chief. Depot personnel involved were notified of this visit by TWX from 
OCcSigO, SIGPD-6B signed Hogan. x f 

8. KA-20A Camera: (a) The same inspection procedure utilized at Radio- 
plane was utilized in the subject location. Forty-two KA-20A cameras, serially 
numbered 214 through 255. were subjected to a 100 percent inspection, Thorough 
M-V inspection and operational testing with voltage applied to the cameras 
revealed no defects. Four of the cameras were operated with test film running 
through. Two of these tests were performed for the benefit of Depot Photo Lab. 
personnel at my request. During these two demonstrations, the contractor’s 
representatives lectured on the features of the camera, touching on phases of 
care, maintenance, and repair. 

(b) The only work necessary on the cameras inspected was application of 
Glyptol to the Dzus fastener retaining screws. After repackaging of cameras, 
8 inches cloth backed pressure sensitive tape was applied over transit case locks 
to prevent damage in handling. In this regard, one each broken transit case 
lock was found on cases housing camera serial numbers 235, 238, and 240. Ob- 
servation made by the undersigned of the manner in which the cameras are 
handled and stored could be responsible for the noted damage. Depot personnel 
were alerted relative to this matter, and application of tape should prevent any 
future damage. Transit case containing camera No. 218 had been opened for 
camera inspection prior to our arrival. Examination of this camera revealed 
a missing Dzus fastener. The only camera inspected in which this has occurred. 
No one could identify the person or reason for inspection of the camera. View- 
lex representatives furnished the damaged and missing parts, at no cost to the 
Government although the responsibility was not attributed to the contractor. 

(c) At the conclusion of the KA—20A camera test, 1,100 hours, February 5, 
the Viewlex representatives departed from the depot. 

(d) Camera No. 238, awaiting case lock repair, and having been previously 
operated for 186 cycles, was placed in operation for an additional 4,000 cycles 
of operation. All told, the camera was subjected to 4,186 cycles of operation. 
At the conclusion of this test, representing approximately 45 flight missions, 
inspection of the camera revealed no operating defects, wear or shredding of the 
gears, increased noise or discernible temperature rise in the motor. Being 
indicative of acceptable quality, and in accordance with P. & D. instructions, the 
KA-20A cameras were made available for issue stocks. 

4. Camera KA-39A: (a) In accordance with instructions, a sample of five 
each of the 75 KA-39A cameras in depot stocks were selected for inspection. 
The following results are noted by camera serial number: 

Serial No. 50: Film remaining indicator arm movement restricted and 
rubbing. 

Serial No. 51: Film remaining indicator arm jammed; shutter drive shaft 
key slipped out of key-way in shutter operating mechanism during initial 
eycling. 

Serial No. 58: P-4 plug potting inadequate. Operationally OK. 

Serial No. 59: Same as No. 58 above. 

Serial No. 98: P—4 plug potting inadequate. High frequency tone at high 
speed end of IMC metron. 

(b) Common to all KA-39A cameras, is the deviation from basic specification 
SC-A-46511C (par. 3.5) requirements of exterior finish of the magazine cover 
knob and the shutter drive shaft. Neither of these items comply with the 
referenced paragraph which reads: “Units shall be given protective finish in 
accordance with Spec. MIL-F-14072. This includes finish of hardware type 
items such as handles, hinges, screws, etc., and necessary touch-up after mount- 
ing. The final paint film on type 1 surfaces shall be green color (olive drab) 
semigloss enamel matching a color chip provided by the procuring agency.” 
MIL-F-14072(SigC) specifies finish for stainless steel or nickel base alloys to be 
finished in accordance with paint No. 90-3A or B and P 213 or 214. To the 
writer’s knowledge, this deviation, if granted, has not been documented. 
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(c) Reference to inadequate potting of terminal plugs, was first observed 
by the writer on his visit to the Yuma Test Center, December 15, 1959. The 
writer’s opinion, supported by Radioplane and USASESA field engineers, that 
the potting compound utilized in camera and cable termination which tends to 
peel away from the cable conductors, does not offer sufficient cable strain re 
sistance. Peeling effect could result in entry of moisture or dust contributing to 
camera malfunction. The information in paragraph 4(b) above was tele 
phoned February 10 to Maj. L. Stein, contracting officer, MRO, during a con- 
ference call initiated by Mr. N. Levine, M.E.D., USASSA. A confirming TWX 
dated February 12, 1960, was forwarded to Major Stein who stated he would 
initiate an immediate investigation. Results of the investigation will be fur- 
nished to this activity as soon as it becomes available. 

(d@) In addition to the inspection performed on the KA-39A cameras, camera 
No. 9 was put into continuous operation for 1,340 cycles in addition to the 115 
eycles operated during inspection testing for a total of 1,445 cycles. The fol- 
lowing items were observed : 

(1) Noisy in operation (as compared to the KA-20A). 

(2) Gears mainly concealed by other components could not be readily ob- 
served, although wear or shredding of the gears was not discerned. 

(3) Temperature rise of the motor was uncomfortably hot to the touch. 

(e) As a consequence of the inspection and tests performed on the KA-39A 
cameras, no action was taken to release these cameras pending observations and 
decision made by engineering, design, contracting, or procurement authorities, 
Subject matter of this report will be made available to all interested elements 
involved. 

5. Conclusion. (a) Except for inspection of 5 of the 10 KA-20A cameras con- 
signed to Tobyhanna Signal Depot, this report concludes the investigation of the 
KA-20A phase. 

(b) The other five cameras originally consigned to Tobyhanna Signal Depot, 
were withdrawn from depot stocks by U.S. Army Signal School’s Pictorial Divi- 
sion on a hand-carry requisition dated January 12, 1960. Telephone contact was 
made between the chief instructor at the Photo Laboratory, U.S. Army Training 
School, Fort Monmouth, and the writer February 18, 1960, to alert him relative 
to securing Dzus fastener retaining screw with Glyptol. In reply to my query 
regarding product quality, he stated that no discrepancies were noted. One 
of the cameras flown in an L-19 produced excellent pictorial results. Copies 
of photographs taken will be forwarded to this activity at my request. 

(c) The following table is a summary of the observations made during the 
Radioplane and Sacramento phase of the KA-20A inspection: 


eee tr en Ae COMDOPRN TOIOOUO on ieee aowmanqees see nee 155 
Ro tes perpen ane i es Some open ive oer eons an tone eg 139 
eee ence SONI P ar BONN. mem eneenageeoenomee 16 
Combined defects found were as follows: 

Cameras 
I ed eee atineeae 11 
Ee Ee 1 
I Sd hs eine dah enatiee $eeheo 3 
I a Teaches ieseeninppim tearma pier een mieetl 2 
eg ee a re 1 
SCOPES Ee ORI BORO iets — Seid bes nw hd enenn 1 
eI TINIE OT ional eal a eee ener e baa 12 


Except for the lens filters, which were replaced by supply from Lexington 
Signal Depot, Viewlex representatives affected an on-the-spot repair or adjust- 
ment which on reinspection qualified the cameras as acceptable. Repair parts 
were furnished by Viewlex at no additional cost to the Government. 

(d) Cameras were bench operated with power applied for an accumulative 
18,000 cycles or more similating approximately 195 full missions, without any 
defects noted. 

(e) Radioplane, Viewlex, and Government personnel were most cooperative 
in furnishing working space, equipment, and physical assistance in accomplish- 
ing the above mission as expeditiously as possible. 


JAY SPOLAN, 
Vational Equipment Coordinator, Equipment Coordination Branch. 
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ExuHIsiIt XXIII 


U.S. ArMy Signa. SuppLy AGENCY, 


Philadelphia, Pa., March 21, 1960. 
VIEWLEX, INC., 


Long Island City, N.Y. 
(Attention Mr. Jack Blum). 


GENTLEMEN: Reference is made to Signal Corps order No. 680—PM—58-B4. 
The following excerpts from interim reports 1, 2, and 3 on inspection activities 
of the KA—20A camera are furnished for your information: 


INTERIM REPORT NO. 1 


1. General: (a) Contractor personnel were notified of this visit, and the rea- 
son for it by Major Taylor of WRO, a special area has been prepared for this 
specific duty. 

(b) To date, 42 cameras have been inspected. Thirty-three are considered ac- 
ceptable for the intended usage. These cameras fall within the range of serial 
numbers from 155 to 299. All of these cameras are fitted with the corrected 
filters and the modified camlocks (Dzus fasteners). All cameras tested thus 
far have been run no less than 100 cycles. There is no evidence of gear wear or 
misalinement beyond specification requirements. No jamming or stripping of 
gears is evident. Pressure applied to the takeup roller, at the terminal of the 
gear train, slows up the movement, which is the only effect noted. 

(c) Of the nine cameras withheld for repair or adjustment, the majority 
need replacement of filters and camlocks. These cameras are in the serial num- 
ber range from 12 to 68. Three of the withheld cameras have exposure coun- 
ters which do not register correctly. One rear lens protector cap has a defective 
bayonet slot. All cameras are operable. 

(d) All camlock retainer setscrews are loose. Locking the setscrews with 
Glyptal is the corrective action agreed upon at the conference held at USASESA 
January 19, 1960. 

(e) Viewlex called Radioplane today to inform them that two of their engi- 
neers would arrive here not later than Monday (February 1, 1960) to make re- 
quired repairs or adjustments. Viewlex also requested to speak with me 
regarding parts needed other than the camlocks which they are hand-carrying. 
I recommended those parts, which during my inspection, I found may not be 
repairable or adjustable. 

(f) It is possible to inspect between 15 and 18 cameras daily. The 36 cameras 
required to meet the February 1 deadline, will be available prior to that date. 
It is anticipated that the inspection of KA—20A cameras on hand will be com- 
pleted by the middle of next week (February 1-4, 1960). 


INTERIM REPORT NO. 2 


1. General: (a) As of Friday, January 29, 1960, I had inspected 60 each of 
the 113 cameras on hand in the subject plant. I was assisted in this operation 
by Mr. Cytron of Radioplane’s inspection department. Thirty-six of these 
cameras were released to Radioplane prior to the February 1 deadline, in com- 
pliance with the P. & D. instruction letter. 

(b) Each camera was operated for at least 100 cycles. During the cycling 
period, the cameras were operated at varying imagine motion; compensation 
settings and shutter speeds and with intentional strain on the gear train by 
applying pressure to the metering roller at the gear train termination. No opera- 
tional discrepancies were noted. There was no evidence of gear wear or metallic 
particles observed during this test. At the conclusion of the individual camera 
tested, Glyptal 1201 was applied to the Dzus fastener setscrews to prevent loss of 
both the setscrew and fastener due to vibration. Similar action was taken on 
all cameras tested and inspected. Glyptal was not applied to those cameras 
which were fitted with the old-type Dzus fasteners. These cameras were held in 
abeyance pending replacement with modified fasteners, 

(c) Of the 60 cameras originally inspected, 9 were withheld from acceptance; 
5 for replacement of filters and Dzus fasteners; 1 in which the film footage in- 
dicator was assembled in reverse; 1 for nonoperating shutter counter; and 1 
in which the 1 MC detent button did not seat properly. 

(d) During the course of inspection it was noted that three of the transit case 
locks were damaged in handling. At my suggestion, a pressure-sensitive tape, 
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3 inches wide, 6 inches long, was placed over the transit case lock to prevent the 
opener handle from being left in the horizontally detented operating position, 
rather than flat against the case, the normal position when in transit or not 
in use. 

(e) The Viewlex representatives entered the plant on Monday, February 1, 
1960. The remainder of the cameras were inspected on February 1 and 2 and 
all necessary corrective actions taken by Viewlex.. All inspections were per- 
formed in accordance with the check sheets prepared prior to this visit. 

(f) The inspection and tests were concluded at the end of the business day, 
February 2, 1960. Twelve cameras remain; held in abeyance awaiting only the 
change of filters due to arrive from Lexington Signal Depot. Arrangements for 
supply of the modified filters were made by Mr. Norman Levine, Major Equip- 
ment Division. The morning of February 3, 1960, was spent in advising the 
R.I.C., Mr. Lee Jensen, of the procedure to be utilized in effecting the substitu- 
tion of new filters for old. Following Mr. Levine’s phoned instructions, the old 
filters are to be returned to Tobyhanna Signal Depot for future disposition, 
Modified filters in excess of those needed to replace the unmodified filters are to 
be returned to Lexington Signal Depot, so noted. 

(g) Upon arrival the Viewlex representative requested that their latest 
shipment, January 14, 1960, in the higher serial numbers, be sampled rather 
than be subjected to a 100 percent test; both in the interest of saving time, and 
the fact that no defects were noted on my checksheets beginning with serial 
No. 167. I stated that I could not comply since granting such a request would be 
in conflict with specific instructions to perform a 100 percent inspection. It 
was later found that three of the lower serial numbered cameras were among 
the cameras still to be tested. Five of the cameras were tested with film running 
through. 

2. Conclusion: At the conclusion of the Radioplane operation, observations 
made and results of the tests and inspections performed, it was determined that 
the 113 cameras inspected are of adequate quality, meeting all contractual and 
technical requirements. 

INTERIM REPORT NO. 3 


1. General: (a) Purpose of the subject visit was to continue inspection of 
subject cameras as per P. & D., OC Sig O letter dated January 22, 1960. 

(ob) Accompanied by the Viewlex representative our mission and intended 
action was explained to the depot commanding officer, the adjutant, and the 
civilian chief. 

2. KA-20A camera: (a) The same inspection procedure utilized at Radio- 
plane was utilized in the subject location. Forty-two KA-—20A cameras, serially 
numbered 214 through 255, were subjected to a 100 percent inspection. Thorough 
M-—V inspection and operational testing with voltage applied to the cameras 
revealed no defects. Four of the Cameras were operated with test film running 
through. Two of these tests were performed for the benefit of the depot photo 
laboratory personnel at my request. During these two demonstrations, the con- 
tractor’s representatives lectured on the features of the camera, touching on 
‘phases of care, maintenance, and repair. 

(b) The only work necessary on the cameras inspected was application of 
Glyptol to the Dzus fastener retaining screws. After repackaging of cameras, 
3-inch cloth-backed pressure sensitive tape was applied over transit case locks 
to prevent damage in handling. In this regard, one each broken transit case lock 
was found on cases housing camera serial Nos. 235, 238, and 240. Observation 
made by the undersigned of the manner in which the cameras are handled and 
stored could be responsible for the noted damage. Depot personnel were alerted 
relative to this matter, and application of the tape should prevent any future 
damage. Transit case containing camera No. 218 had been opened for camera 
inspection prior to our arrival. Examination of this camera revealed a missing 
Dzus fastener. The only camera inspected in which this has occurred. No one 
could identify the person or reason for inspection of the camera. Viewlex repre- 
sentatives furnished the damaged and missing parts at no cost to the Govern- 
ment, although the responsibility was not attributed to the contractor. 

(c) At the conclusion of the KA-20A camera test, 1,100 hours, February 5, 
the Viewlex representatives departed from the depot. 

(@) Camera No. 238, awaiting case lock repair, and having been previously 
operated for 186 cycles, was placéd in operation for an additional 4,000 cycles 
of operation. All told, the camera was subjected to 4,186 cycles of. operation. 
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At the conclusion of this test, representing approximately 45 flight missions, 
inspection of the camera revealed no operating defects, wear, or shredding of 
the gears, increased noise or discernible temperature rise in the motor. Being 
indicative of acceptable quality and in accordance with P. & D. instructions, the 
KA-20A cameras were made available for issue stocks. 

8. Conclusion: (@) Except for inspection of 5 of the 10 KA-—20 cameras con- 
signed to Tobyhanna Signal Depot, this report concludes the investigating of 
the KA-20A phase. 

(b) The other five cameras originally consigned to TSD were withdrawn from 
depot stocks by U.S. Army Signal School’s Pictorial Division on a hand-carry 
requisition dated January 12, 1960. Telephone contact was made between the 
ehief instructor at the Photo Laboratory, U.S. Army Training School, Fort Mon- 
mouth, and the writer, February 18, 1960, to alert him relative to securing DZUS 
fastener retaining screw with Glyptol. In reply to my query regarding product 
quality, he stated that no discrepancies were noted. One of the cameras flown 
in an L-19 produced excellent pictorial results. Copies of photographs taken 
will be forwarded to this activity at my request. 

(c) The following table is a summary of the observations made during the 
radioplane and Sacramento phase of the KA—20A inspection: 


RENEE OE SR A208 CAIMOPER TNANOCTOI im ice cccceesesecesnrsscexcemmnnnseneiws ecw enenmmaiitibuns 155 
IEEE 100) SERN MTARE? SEMIS CNN ne ee oe ee ee EN wh oS 139 
Cameras requiring repair or adjustment_.............. 5 a 16 


Combined defects found were as follows: 


Oversize Dzus fastener_____.__-________. a“ 
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Except for the lens filters, which were replaced by supply from Lexington 
Signal Depot, Viewlex representatives effected an on-the-spot repair or adjust- 
ment, which on reinspection qualified the cameras as acceptable. Repair parts 
were furnished by Viewlex at no additional cost to the Government. 

(d) Cameras were bench operated with power applied for an accumulative 
18,000 cycles or more, simulating approximately 195 full missions, without any 
defects noted. 

(e¢) Radioplane, Viewlex, and Government personnel were most cooperative 
in furnishing working space, equipment, and physical assistance in accomplish- 
ing the above mission as expeditiously as possible. 

Sincerely yours, 
Mary D. ReGan, Contracting Officer. 


AFTERNOON SESSION 


(The hearing resumed at 3:05 p.m., Senator Williams presiding.) 
Senator WititAms. The subcommittee hearing will come to order. 
Before we begin this afternoon’s discussion and hearing, I would 
like to observe that the inquiry this morning that went on until about 
2:30 this afternoon left some questions still in the minds of the com- 
mittee, some loose ends we would like subsequently to run down, and, 
therefore, the record will be kept open for a period to allow us to 
further examine this morning’s and early afternoon testimony and 
make further specific inquiry of the individuals who testified and the 
organizations that they represent. 
his afternoon, with our apologies for delay, Mr, Secretary, we are 
glad to hear from the Assistant Secretary of Defense for Supply and 
gistics, Mr. Perkins McGuire, who is a welcome visitor again to the 
committee. 
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Mr. McGuire, you have a statement which you can deal with any 
way you care to, 


STATEMENT OF PERKINS McGUIRE, ASSISTANT SECRETARY OF 
DEFENSE (SUPPLY AND LOGISTICS) ; ACCOMPANIED BY COURT. 
NEY JOHNSON, ASSISTANT SECRETARY OF THE ARMY (LOGIS- 
TICS); C. P. MILNE, ASSISTANT SECRETARY OF THE NAVY 
(MATERIAL); PHILIP B. TAYLOR, ASSISTANT SECRETARY OF 
THE AIR FORCE (MATERIEL); G. C. BANNERMAN, DIRECTOR 
FOR PROCUREMENT POLICY, OFFICE OF THE ASSISTANT SECRE- 
TARY OF DEFENSE (SUPPLY AND LOGISTICS); ANDREW W. 
DUNCAN, DIRECTOR FOR SMALL BUSINESS POLICY, OFFICE OF 
THE ASSISTANT SECRETARY OF DEFENSE (SUPPLY AND LOGIS- 
TICS); AND JAMES M. ROBERTSON, ASSISTANT DIRECTOR, 
OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE (SUPPLY 
AND LOGISTICS) 


Mr. McGoutre. Thank you very much, Mr. Chairman. I have a 
rather long statement of about 22 pages and, if it meets with the 
approval of the chairman and in the interest of brevity, I will offer 
my statement for inclusion in the record. I have attempted to sum- 
marize this statement and would like to read, with your permission, 
the shorter version. 

Senator Wiiu1aMs. That is perfectly acceptable. Proceed. 

Mr. McGutre. The statement that I have submitted for the record 
outlines the actions that we have taken with respect to our procure- 
ment policy and covers a number of the points that were raised in 
correspondence with your committee. 

My purpose in reading this shorter statement is that I would like 
to present a statement highlighting some of the unusually important 
matters. 

We have investigated recommendation No, 3 contained on page 22 
of this committee’s Report No. 716,' which suggested an inquiry into 
the allegation that prime contractors were proselyting technical in- 
formation from contractors and found no instances of such prose- 
lyting. 

In keeping with Recommendation No. 4, we have extensively re- 
vised DOD policy requiring the monitoring of contractors’ “make 
or buy” programs, purchasing systems and proposed subcontracts 
by the Government. Copies of this action have been introduced with 
my statement. 

The objective of these programs is to assure reasonable pricing, 
sound performance, and the accomplishment of an adequate small 
business program. The previously voluntary small business sub- 
contracting program has been made mandatory. 

In accordance with Recommendation No. 5 we have provided for 
favorable profit or fee treatment where a contractor is unusually ef- 
fective in assisting small business firms and firms located in labor 
surplus areas. 


2S. Rept. 716, “Small Business Participation in Defense Subcontracting,” 86th Cong. 
1st sess., pp. 22-24. 
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Fearing concentration of Defense industry, recommendation No. 
7 suggests direct competitive procurement of subsystems at the ear- 
liest practicable time. I believe that control of subcontracting men- 
tioned above will provide appropriate safeguards, 

I would like to now speak to the chairman’s letter of February 
96, 1960, addressed to me in which it was stated that one of the pur- 
poses of this hearing was to discuss DOD policies relating to nego- 
tiated procurements, particularly sole source negotiations.” 

While the Congress has declared a preference for widest competi- 
tion, it has always recognized that certain procurements are neces- 
sarily made on a sole source basis and has wisely provided legislation 
to meet such situations. We strive to place our procurements in the 
proper niche. ; 

In securing the goods or services required for the Armed Forces, 
the objective is to use that method of procurement which is most 
advantageous to the Government—price, quality, and other factors 
considered. ‘The law authorizes 17 exceptions to the method of formal 
advertising. 

Sole source negotiation authority is found principally in 10 U.S.C. 
9304(a) (10), (14), and (16). ‘These authorities may be and fre- 
quently are used as the basis for competition. 

I will discuss exceptions (13), (14), and (16) in that order and 
then consider exception (10). (See p. 342.) 

Exception (13) as limited by regulation provides for the stand- 
ardization of makes and models of equipment for tactical use outside 
the continental limits of the United States. 

Exception (14) is used for placement of production contracts for 
technical equipment such as aircraft, missiles, radar, and tanks, with 
the development contractor. This avoids economic loss and time 
loss in getting the inventory of combat weapons. 

Exception (16) is used to maintain and keep active engineering and 
design staffs and manufacturing facilities available for use in the 
event of a national emergency. 

The use of exceptions (13), (14), and (16) requires findings and 
determinations by the Secretary of the Department concerned. I am 
sure the committee has no problem in our use of these negotiation 
authorities for sole source procurement where the Secretary of a mili- 
tary department has made a determination that such authority is to be 
used, and I would like to explain that statement so there is no mis- 
understanding. It is obvious from these hearings that you may have a 
question about the use of these methods, but I am pointing out I am 
sure you are not questioning the judgment the Secretaries have used 
based on the facts as presented to them. 

The remaining important negotiation authority under which sig- 
nificant sole source procurement is accomplished is exception (10). 
The use of exception (10) does not require secretarial approval. 

Exception (10) is as follows: 

The purchase or contract is for property or services for which it is impracticable 
to obtain competition. 

This authority is used as if the words “by means of formal advertis- 
ing” were added to it. It does not necessarily mean sole source. It 





* See exhibit XXIV, p. 257. 
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means that we do not have the requisites of formal advertising. We 
can often have competition but, in such cases, it is through the nego- 
tiation method instead of formal advertising. 

We have a comprehensive policy pertaining to the acquisition and 
use of data, including specifications which are privately developed. 

The salient points of the policy are that in research and development 
contracts, as well as in production contracts which have development 
of models as a principal purpose, we require contractors to furnish 
all data, including manufacturing drawings and specifications. 

On the other hand, where a product is developed and marketed at 
private expense, it is not our normal policy to seek full manufacturing 
drawings, as an adjunct to a simple purchase of the product, if such 
drawings contain proprietary data, that is, trade secrets. 

We consider that this limited protection which we give to privately 
developed proprietary data is the proper policy for us to follow. So 
long as need exists for the product and it is available at a reasonable 
price, the exercise of such initiative in a competitive free enterprise 
economy should result in the award of contracts until competing prod- 
ucts appear. 

- Advertised procurements require specifications which state the mini- 
mum needs of the Government. Such a statement of minimum need 
roduces maximum competition. The reason is that when we accurate- 
y state minimum needs we establish a requirement for minimum levels 
of skill. Thus, the competitive base for the procurement is broadened. 

On the other hand, in weapons of defense and survival, the Govern- 
ment need is not minimum; it is very frequently maximum. We must 
not have minimum weapons. Under such circumstances, the available 
and required skills are necessarily scarcer than are those required to 
produce simpler things. In some technical and scientific fields there 
may sometimes be only one qualified source with the outstanding abil- 
ities we require. Here we cannot reduce our qualitative requirements 
to the level of lesser skills to avoid a sole source award. We must not 
degrade the quality of weapons just to create competition. 

Therefore, in awarding research and development contracts we 
normally select the firm which we find to possess the greatest technical 
skill in our specific field of interest. We seek the most advanced 
technology the Nation can produce. 

In the procurement of repair parts, commented on by the commit- 
tee, we are frequently required to purchase from a single source. We 
are developing a uniform policy on the procuremnt of repair, spare, 
or replacement parts. The policy will embrace the following con- 
cepts: 

Parts which are fully identified and can be procured from a num- 
ber of known sources, or where we have acquired manufacturing draw- 
ings as a result of a research and development contract or by separate 
purchase, shall normally be procured on a competitive basis. We in- 
tend to make every effort to secure adequate identification and data 
of such parts in order to procure on a competitive basis. 

On the other hand, in the design of equipment involving advanced 
technology, such as aircraft, missiles, and detection apparatus, the 
functioning of the whole is frequently dependent on critical limita- 
tions in the design characteristics of a part. Military equipment de- 
mands closely controlled parts, completely designed, proven and capa- 
ble of being integrated with the system in which they operate. 
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Accordingly, it would be unwise for the Department of Defense to 
urchase such parts from firms other than the original manufacturer 

of the end item, his suppliers, or other reliable sources known to be 
capable of producing the parts. 

Mr. Chairman, in your letter you say, with respect to implemen- 
tation, that too much latitude may be given the military departments 
in interpreting and implementing DOD policy. 

In the Office of the Secretary of Defense we review the military 
departments’ implementation of ASPR. The aim is to assure con- 
sistency with ASPR. 

ASPR is a coordinated procurement regulation cooperatively de- 
veloped and issued by me after consultation with material Secretaries 
of the three military departments. As such, it is a regulation of the 
Secretary of Defense. The duty of carrying out the regulation is 
squarely imposed on the Secretaries of the military departments. 
They are the agents through which the policies of the Secretary are 
executed. They have adequate inspection and review staffs to assist 
them in meeting this responsibility. 

The materiel Secretaries of the military departments are here to- 
day and prepared to answer questions as to the implementation or 
execution of Department of Defense policies. 

This concludes my statement. 

I also have with me Mr. Bannerman and other members of my staff, 
Mr. Duncan, who are prepared also to assist in answering any ques- 
tions you have, Mr. Chairman. 

Senator Wiii1ams. We perhaps at this time would like to get your 
colleagues on the record in attendance and prepared, if you want to 

o down the line, Mr. Secretary. 

Mr. McGuire. Well, seated here is Mr. Duncan, who is my small 
business adviser; Mr. Bannerman, who is the director of our procure- 
ment staff; Mr. Courtney Johnson, Assistant Secretary of the Army; 
Mr. Milne, Assistant Secretary of the Navy; and Mr. Taylor, who is 
Assistant Secretary of the Air Force. So you see, we have a unified 
presentation. 

Senator Wiixt1aMs. We shall see. [ Laughter. | 

Mr. McGuire. I did not mean that as a challenge. 

Senator Wiiuiams. Mr. McGuire your prepared statement with 
accompanying exhibits will be included in the record following the 
testimony of your Department. (See p. 312.) 

Senator Smathers’ letter of February 26, 1960, to Mr. McGuire, 
referred to in this testimony will be included in the record at this point. 

(The letter referred to follows :) 


Exuipir XXIV 
U.S. SENATE, 
SELECT COMMITTEE ON SMALL BUSINESS, 
February 26, 1960. 
Hon. PERKINS McGuIRE, 
Assistant Secretary (Supply and Logistics), 
Department of Defense, Washington, D.C. 


Dear Mr. Secrerary: You are cordially invited to attend public hearings of the 
Subcommittee on Government Procurement on April 5, 6, and 7, 1960, beginning 
at 10 a.m. in room 457 of the Old Senate Office Building. The purpose of the 
hearings is to discuss Department of Defense policies, and the implementation of 
those policies, relating to the negotiated procurements authorized by 10 U.S.C, 
2304, particularly sole source negotiations. 
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The Department of Defense procurement policies, continually discussed before 
several congressional committees, seem to conform generally to congressional 
policy and the intent of the Congress when it enacted existing procurement legis- 
lation. However, the implementation of that policy by operational personnel in 
each of the military departments often fails to carry out the intent of Congress, 
particularly in the area of contract negotiations and sole source procurements. 
A review of testimony recently given before the several Senate committees and 
subcommittees, together with investigations made by the committee staff, indi- 
cates that there is a breakdown of communications, a laxity in implementation, or 
too much latitude given to the military departments in interpreting and imple- 
menting Department of Defense negotiation policy. 

During the course of the hearings, the subcommittee will hear testimony from 
middle management personnel, contracting officers, negotiators, small business 
personnel, and administrative contracting officers representing the three military 
departments. At the conclusion of the testimony of these witnesses, the subcom- 
mittee requests a brief statement from you of how your office is assured that 
Department of Defense overall policy on negotiated procurements, and specific 
policy on sole source procurements, are effectively carried out. In addition, it is 
expected that the testimony of the previous witnesses will be discussed with you. 
In the event that you feel as many in Congress do, that there is room for 
improvement in this all important field, the subcommittee would like to hear your 
plans for bridging the gap between departmental policy and operations of 
contracting personnel. 

It is requested that your prepared statement and any accompanying material 
be furnished to the committee by March 28, 1960. 

For your information, there is enclosed a copy of a letter recently sent to the 
procurement Secretaries of the three military departments. 

We look forward to a clarification of many points on negotiated and sole 
source procurements at hearings which we anticipate will be mutually helpful to 
the Department of Defense, the committee and the small business community. 

With best wishes, I am, 

Sincerely yours, 
GEORGE A. SMATHERS, 
Chairman, Subcommittee on Government Procurement. 


Senator Witii1aMs. I know you are fully appreciative of the interest 
of the Small Business Committee in Government procurement, an 
interest that is expressed by the Subcommittee on Government Pro- 
curement. The staff of that committee works long and persistently 
at an understanding of your procedures and operating methods. Our 
staff counsel, Mr. McInarnay, has prepared many specific inquiries 
and I suggest we proceed with these inquiries at this time. Mr. 
McInarnay. 

Mr. McInarnay. Mr. Secretary, you mentioned in your statement 
that as of October 1, 1959, you had expanded and strengthened your 
coverage in ASPR of the subcontracting program. I was just won- 
dering whether the investigation, public hearings and report put out 
by this subcommittee, might have had something to do with that 
change ? 

Mr. McGuire. I think I would be less than candid, Mr. McInarnay, 
if I did not say “Yes.” Certainly it did, and by that I do not mean 
to imply that we did not have a desire to take such action. But we 
have found in working with the committee and the staff that they 
have been very helpful in pinpointing some of these problem areas. 

It has been difficult sometimes getting to the point, I think, but by 
and large our experience has been as I described. 

Mr. Inarnay. In your statement you say that sole source procure- 
ments are not bad per se. I think I understand what you mean, that 
when there is no other alternative it is a good idea to proceed along 
that course. But even when you have to, is it not true that you are 
giving up something in the way of a price, normally? 
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Mr. McGuire. I do not think you can make a categorical answer to 
that and say “Yes.” It can be contended you are, but after all, just 
take a case, and let us assume a legitimate sole source situation—I do 
not know whether we are giving up anything in price on that or not. 
It is the only price I know of that I can buy it for. 

I think that also in all of these things, while price is important, 
in some of these areas you get into there are other factors that you 
must take into consideration and I am sure it can be argued, and quite 
properly, that in some instances maybe you are paying more. But 1 
do not think it would be easy to prove that. 

Would you like to add anything to that ¢ 

Mr. BanNEeRMAN. I would like to say I do not think any of us 
would disagree with the general notion that the more competition 
you have, the more likely you are to get a lower price. However, we 
do feel that you have to face many situations where this is simply 
impossible. 

Mr. McIwnarnay. Do you think that those situations are appropri- 
ately represented by the stack of sole source purchases represented 
on the left of the table here ? 

Mr. McGutre. Well, I do not think, Mr. McInarnay, that we would 
use the sole source procedure unless we thought it was the correct 
one to use. 

Now, I would point out to you that the reports you are referring to 
are what we call a raw machine run, and within those listings are 
many things that actually are not a purchase, but in the mechanics 
of the machine running this off, and in the identification of this, for 
instance, credits, if you will, are counted as one, and I have come to 
the conclusion that in this reporting of sole source—and we would 
hope to work with you on this—that we have to get this subject out 
in the open more as to what we are talking about. 

A substantial number of the actions reported in there, and some of 
the gentlemen here may have some figures on this, are not purchases 


at all, They are a reporting of an action on the thing or a change 
order that took place, for example. 


Mr. McInarnay. They are modifications? 

Mr. McGuire. And this, I am sure, befuddles the committee in its 
efforts to understand this, and I am quite sure is not the best position 
for us to be in. 

Do you want to comment on that? It seems to me you had some 
figures. Do you want to comment in order to develop clarifying 
information quickly on this point? I am not trying to belittle the 
stack. It is our stack, and they do represent what we call sole source, 
but all of the things that are listed as sole source do not end up in a 
contract per se, as we think of a contract, procurement, additional 
procurement. 


aeenner Wiuiams. Did you have something on that, Secretary 
ilne? 

Mr. Mitne. Yes, Mr. Chairman. The committee asked for those 
raw runs, and when they brought them to me to be sent over to the 
committee, I was as:startled as I suspect Mr. McInarnay was when 
he saw them. So I went through that hurriedly, but found many 





*Air Force explanation of sole-source machine run retained in committee files with 
Machine runs. 
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things, as Mr. McGuire said, which are credits, where a change order 
is made and actually comes out as less cost to the Government. 

There were obviously many change orders, to a ship, for example, 
where we put on a different kind of a radar or we changed a doorway, 
that kind of thing. 

So we asked our statistical people to break down that machine run 
and we sent the committee a letter; I think a couple of days ago. 

This is the way the thing breaks down. I am speaking first of 
dollars. The total of our raw run is $1,681 million. 

Senator Wiiit1aMs. This is the final 3 months ? 

Mr. Mine. It is whatever that period was; I do not recall. 

Senator WituiaMs. Fourth quarter fiscal 1959. 

Mr. Mizne. Of that, only 32 percent were new contracts, definitive, 
and letter contracts. I am talking of the dollars now, Mr. Chairman, 

About 20 percent were amendments to existing contracts, where we 
have ordered 100 airplanes and we are buying 10 more so you issue 
an amendment to an existing contract, and 36 percent were the modifi- 

‘ations pursuant to a contract, which is—I do not know why they use 
funny words—what they mean is change orders—and 12 percent were 
‘delivery orders. In other words, shipping orders against open end 
contracts. 

Now, taking it in actions—that was in dollars—there were 5,568 
actions—2,226, or 40 percent—were new contracts, definitive and let- 
ter contracts; 10 percent were amendments to existing contracts; and 
29 percent were change orders—that type of thing—including credit 
actions totaling approximately 6 percent. Shipping orders against 
open-end contracts made up the remaining 21 percent. 

So that the area in that total mass of stuff we are talking about is, 
in dollars, 32 percent; in actions, 40 percent. 

Mr. McGuire. Mr. McInarnay, I did not give you my answer in 
bringing this information of Mr. Milne’s in here to confuse the record 
and invalidate the points of the sole source procurements, but simply 
to state to you, very candidly, that I think we have got some work in— 
let us call it, public relations—to do in the realm of identification so 
we know what we are talking about. A lot of these types of actions, 
Mr. Chairman, are not, in fact, sole-source procurements. ‘They are 
actions in the course of administration, if you will, of a contract that 
has been made. 

Admittedly, it has been made first as a sole-source procurement. 

Mr. MitNe. May I add to that a moment, Mr. McGuire. Some of 
those are ships which were placed on competitive bidding by adver- 
tising, but then the way they come up in this machine run, the change 
orders to that ship contract which was initially an advertised pro- 
curement appear in there as sole-source procurement. 

Mr. McGuire. I had not realized that. 

Mr. Mitne. But they are amendments to what was originally an 
advertised procurement. 

Mr. MclInarnay. You would normally purchase a ship under 
formal advertising ? 

Mr. Miune. Yes; a very high percentage of our ships, Mr. Mc- 
Inarnay, are by advertised procurement. 


+: 2 See exhibit XXX,.p. 304, for Secretary Milne’s letter dated Apr. 1, 1960, with accom- 
panying tables. 
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Mr. McInarnay. Sealed bid? 

Mr. Mivne. Yes. 

Senator Wiiii1ams. Are we to understand that after a contract has 
been awarded on that basis, any change is classified as sole source 4 
Is that it? 

Mr. Miine. It falls—the way the machine cranks it out, it falls in 
that sole-source procurement, Senator. 

Senator WiuirAmMs. Have you seen the chairman’s opening state- 
ment for these hearings ? 

Mr. McGutre. No, I have not. 

Mr. McInarnay. We are referring to the fact mentioned in the 
opening statement of the chairman, that during fiscal year 1939, 86.4 
percent of the total dollars awarded by the Defense Department were 
negotiated. I think that is the point that we are trying to make. It 
comes as a surprise to me to know that the Navy purchases ships on a 
formal advertised basis. 

Senator WiuuiAms. Well, that does not come as a surprise to the 
acting chairman, I might say. Put it another way. The figure that 
we have used in the opening statement here—more than $8 billion 
was negotiated with a single source—that is, $8 billion of a total of 
$22.7 billion contracted for by the military departments during fiscal 
1959. 

Mr. McGutre. Yes, sir. 

Senator Witi1ams. Now, would that $8 billion negotiated with a 
single source be these modifications of a competitive? Would that 
include modifications of a competitive ? 

Mr. Mizner. It would be included in that, Mr. Chairman. 

Senator WituiAms. I see. 

Mr. McGuire. I would like to amplify one point, Mr. Chairman 
There are contract modifications made, for example, when you changé 
a detail of the equipment. There are also contract modifications 
made, so-called, when you add to that contract in the quantity. 

However, in arriving at this point, the authority to do this.and use 
this sole source method is reviewed again. It is not just an auto- 
matic action, of necessity, and Mr. Bannerman may want to amplify 
on that. 

Mr. BANNERMAN. Yes, I would like to make a comment with respect 
toseveral facets of this. 

Mr. McInarnay, you mentioned the figure, I think—84.6 percent. 
was negotiated. This is, I think, an accurate figure. It should not be 
assumed, of course, that that means that much were sole source, I am 
sure you are aware of that. 

Mr. McInarnay. Yes, I understand. 

Mr. BANNERMAN. I would like the record to be very clear that much 
of that is competitive. 

There are ways also of achieving competition other than purely 
price competition, as I am sure you are also aware. For instance, in 
many of our most expensive design and development programs, we 
get in the initiation of those programs, competitive technical pro- 
oom from a wide variety of companies, and award them on some 

asis other than price. 

We made a study, as I am sure you are aware, but I think the record 
would be well to include it, of the extent of competition of various 
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wees that appears in the total of our procurement in the course of 
the fiscal year 1959. 

That material appears as one of the exhibits on the procurement 
study that we made for the Senate Armed Services Committee, and 
if the committee would agree and the record can be kept open at this 
pros, I think it would be helpful to put that exhibit into this record. 

t is a very brief one, but I would not want to read it. 

Senator Witu1AmMs. You are requesting that we include that? 

Mr. McGuire. We would like to, Mr. Chairman, only for the pur- 
pose of putting before the committee for its consideration all of the 
background detail and help on it. 

Senator Wituiams. That will be included in the record. 

Mr. BANNERMAN. May I say to the reporter, that is on page 24 of 
the “Procurement Study.” He has the exhibit marked “IT—A.” 

Senator Wiutu1aMs. Very well. That will be done. 

(The document referred to follows :) 


ExHisit XXV 


PROCUREMENT SrTupy * 


(Exuisit 2.)—Number and net value of military procurement actions, by method 
of procurement, fiscal year 1959 








Method of procurement | Number of Percent Net value Percent 
actions (thousands) 
eek een ccaanke ni mnnenieet 286, 077 4.9 $3, 446, 672 21.2 
Negotiated competitively - ----.---------------- 47, 780 .8 2, 371, 173 14.6 
Negotiated small purchases of $2,500 or less 
within the United States.............------ 2 4, 830, 311 82.9 769, 325 4.7 
Negotiated for procurement and use outside 
ne Rn, cnn eters 491, 062 8.4 923, 955 5.7 
Negotiated with 1 source._._-.---------------- 34, 902 6 3 8, 237, 830 50.7 
Negotiated, competitive status unknown *___-- 137. 735 2.4 498, 308 3.1 
SS Boiss a. SCA aden dckadies <a 5, 827, 867 100.0 | 16, 247, 263 100.0 
ee eer re 847, 430 |------ Lees | 758, 347 |.-.. : we ai J x 
Modifications pursuant to terms of existing 
contracts (negotiation authority not required | | 
NEE oh dhL 5 0) Sibi onbd~sanpichiniins | SD eee | 8,306,455 |..--.......... 
All other procurements - - --.----------------- | BOE bonanesvcenns | 16, 247, 263 
Total . ....-.-----------------------------| 6, 008, 897 | | 25,312, 065 a 


1 Excerpt from Procurement Study hearings before a subcommitvee of the Senate Committee on Armed 
Services, (pt. 1) Feb. 8 and 9, 1960, p. 24. 

2 Small purchase procedures require that a reasonable number of quotations must be obtained on pur- 
chases which exceed $100. 

3 Most of this amount was, in fact, awarded by contracts which resulted from competitive designs or 
proposals. 

4 Data on competitive aspects of procurements between $2,500 and $10,000 not available. 
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ExHIsBIt 2—A.)—Hetent of competitive procurement 
p 


[Amounts in thousands] 


————_—_—————— — 


Amount | Percent ! 


———_—_—— 


Purchases from contractors in the United States: 
Purchases made on the basis of price after competition among 2 or more | 


} 
| 
| 
| 





prospective contractors: | . 
(a) Formally advertised -._._.-.-- naeealdebebivace ae ee ee eer .--| $3, 255, 682 14.1 
Pp UPON. nti deck can geecnchuWetsbhebanindcmeddabivanassatss | 3, 442, 083 | 15.0 
UE SN. Sadcecdbhbaadnbecnteadeabich Shabiedcteddndatude discs | 6, 697, 765 | 29.1 
Estimated purchases or modifications of contracts made following tech- | 
nical or design competition (based on use of sampling described on pages | 
10 and 11 of statement, by spreading sample results over total applicable 
new procurement and contract modifications) --............----.-...-.| 13, 635, 429 59.3 
= —— ee 
Total competitive procurement (price competition on actual basis) | 
(design competition on estimated basis)-..............-----2-- 2. 20, 333, 194 | 88.4 
Total negctiated without competition. ........-..-..---. ESTE. aS | 2, 679, 961 11.6 
DT 550s indnncndaldisndsddgha gt Wedd Seta bedaesesor istsskede -.--| 28,013, 155 | 100. 0 


All other: 
SEPEOU er UnENOR) QTOCUNONIOG. - o.oo... k cc cineemnncosscnnvbvundnccben 
Negotiated for procurement and use outside United States 


Competitive status unknown......--....--..-.-- eae’ enters ndecnities : 


Grand total 








1 The percentage figures on exhibit 2-A differ from those on exhibit 2 because, in exhibit 2-A, the modifi¢a- 
tions pursuant to the terms of existing contracts were included in the totals. In exhibit 2, these modifica- 
tions, which amounted to $8,806,455,000, were not ineluded in the percentage ‘figures shown'since they-did 
not involve any new procurement, 


Mr. McInarnay. Secretary Milne, a Navy ship is a highly com- 
plicated piece of equipment, is it not ? 

Mr. Miune. Yes, sir. 

Mr. McInarnay. And yet the Navy formally advertises for these 
items ? 

Mr. Mitne. Well, I would like to correct one impression I may have 
given a slightly wrong impression on. For the last six nuclear sub- 
marines that were let last July, there was complete competition in 
that there are either three or four yards that have been qualified to 
produce nuclear submarines. There was no sense in advertising be- 
cause unless they are qualified, other yards simply cannot get into 
the nuclear submarine business. But as between those yards that 
were qualified, they were asked to bid, and there were sealed pro- 
posals and the awards were given on the basis of the lowest price 
offered. 

Mr. McINarnay. My question would naturally be, if we can follow 
this procedure on something as complicated as a Polaris submarine, 
why cannot we do it on the hundreds and hundreds of other items 
where the decision is now made that we cannot do it ? 

Mr. Mitne. Well, a ship is a little different, Mr. McInarnay, the 
first Polaris submarine was put into a Navy shipyard. We usually 
put the lead ship, the first carrier or the first submarine of a class 
or the first destroyer into a naval shipyard. 

Then on the basis of the plans and specifications that they develop, 
we are in position, when we come back for repeat ships in the same 
class, to get the competition and we do in most cases. 

Mr. McInarnay. Does such a procedure digress materially from 


that followed in many of the other complex requirements of the De- 
fense Department ? 


54469 60—-18 
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Mr. Mizne. Well, I think it does, Mr. McInarnay. When you come 
to an airplane, for example, you cannot just set somebody up to build 
one and then have somebody else build the next 100 or the next 500, 
The situation is different, but a ship is so big and complex, that it lends 
itself to this type of procurement. 

And the point I was making earlier was that the changes to those 
ship contracts appear as sole source procurements and yet initially 
it was completely competitive procurement. Many of them are adver- 
tised; I have seen them ask as many as 12 companies to bid on some 
of the less complex ships. 

Senator Wiiuiams. Are you familiar with the Savannah and the 
negotiations that led to the building of it? 

Mr. Mitne. She isa merchant ship, Mr. Chairman. 

Senator Winii1aMs. Yes; that is not 

Mr. Mirnr. She isthe lead ship in the merchant fleet. 

Senator Wiuui1aMs. That is what I was coming to. There was a 
lead ship that even private enterprise developed. 

Mr. Mine. Yes. 

Mr. McInarnay. Mr. Secretary, do you feel that greater competi- 
tion might be obtained in research and development phases of con- 
tracts than is now the case? 

Mr. McGuire. Well, if you are asking me, as we go along in this 
field and try to search out new ways to obtain competition, if I did 
not feel this were possible, we would stop trying to broaden competi- 
tion. However, we are just as anxious as anybody else to get the 
lowest price we can get. Although a lot of people think we are the 
wealthy branch in using funds of the executive agencies of the Gov- 
ernment, we feel that we have to get the best price we can to accom- 
plish our mission by the most economical use of our budget. 

And I think, in answer to your question retroactively, we have got- 
ten good competition in our buying programs. 

If you want me to say or address myself as to where we will be in 
the future, we are constantly seeking to achieve more competition. 
I think that in publicizing in the Department of Commerce synopsis 
these things which were supposed to be under exemption 10, that you 
could not get any other place, we are trying to find out if somebody 
thinks he can make them and to tell us. 

Mr. BanneRMAN. Could I supplement that? 

Mr. McInarnay, there is, as I am sure you are aware, a very high 
degree of competition on much of our research and development 
awards. ‘The competition is normally not based on price, because 
necessarily what you are seeking through this competition is the 
highest technical competence in the specific field in which you are 
dealing, and these awards are usually almost universally on a cost- 
plus-fixed-fee or other cost-reimbursement basis. This is about the 
only way you can conduct large, expensive, and hazardous research 
programs. So that while there is a high degree of competition in 
these awards, competition is usually not based solely or even impor- 
tantly on somebody’s estimate of what the cost will be. 

Mr. McInarnay. Mr. Secretary, your answer is, then, that there 
should be greater competition ? 

Mr. McGuire. No, that was not my answer. My answer is we are 
seeking, any time we can, to get competition, to assure ourselves that 
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we are getting the maximum out of this thing, and I do not think 
that I am willing to admit that we are not getting sufficient competi- 
tion in our procurement. I was simply trying to tell you that we 
strive as a principle to get the maximum amount of competition we 
can get, subject. to the type of item we are buying and the conditions, 
and we are seeking all the time to find different ways to open up this 
field. And I think there is another point here, Mr. McInarnay, that 
I am sure you are aware of: Competition is, as has been said many 
times, and Mr. Bannerman just brought out, is not price alone. I 
can have. competition in price, and I can get an item that is very 
cheap and it would not do the job for me. 

Mr. Milne showed me as I came in here two bearings; they are the 
same size bearing. I think one costs 40 cents and the other $4.85, 
something of that nature, but it just so happens that the expensive 
one, where you need a bearing of certain tolerances and certain 
wearing conditions, is worth $4.85 in comparison with the other one, 
but while they could be construed to be the same bearing, they would 
not serve the same purpose. 

Senator WituiamMs. Mr. Secretary, we worked with a figure here of 
3 percent as the share of small business in research and development 
contracts; is that a correct figure ? 

Mr. McGuire. Yes, approximately that. 

Senator Witi1ams. We wonder whether that 3 percent represents 
a fact that small business only has 3 percent of the technical com- 
petence and ability in the development of these new thoughts? 

Mr. McGuire. Mr. Chairman, I would not go through all of the 
issues and contentions that have been made on this subject, that is, the 
magnitude of the program, and so forth. These are things which 
have all beeen said. 

We wonder about this, and we we are seeking to find ways and 
means to emphasize this field. I think we have made some progress. 
We are about to issue a new ASPR section pertaining to research 
and development contracts and the award of them. This is new 
in ASPR, this singling out of this program area, and I would like to 
point out to the committee that for the first time, to my knowledge, 
this section will contain a specific reference to small business. 

Now, admittedly this is policy, but it is policy that becomes a 
guidebook. I would just like to read a portion of this to you, if I 
may. It is fairly short but I think it is important in answer to your 
question. 

Senator WitiiaMs. I would appreciate it; it is important. 

Mr. McGutre. It is titled “3-107.2”; it is part of ASPR to be 
issued : “Small Business Sources.” 

(A) Contracting officers, technical personnel and small business specialists 
shall cooperatively seek and develop information on the technical competence 
of small business concerns for research and development contracts. Small 
business specialists shall regularly bring to the attention of contracting officers 


and technical personnel descriptive data, brochures, and other information from 
the small business concerns that are apparently competent to perform research 


or development work in fields in which the purchasing activity is interested. 


(B) In order to cooperate with the Small Business Administration in the 
carrying out of its responsibilities of assisting small business concerns to obtain 
contracts for research and development, contracting officers, technical personnel, 
and small business specialists shall, upon request, provide advance notice of 
the Government’s interest in a specific research and development program to 
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authorized SBA representatives. In connection with any such program, the 
SBA may provide pertinent information which it has developed through its 
investigation of the capabilities of specific firms in the particular field of re- 
search and development covered by the program. Full evaluation shall be 
given to any such information in selecting qualified sources. 

Now, this is a basic policy that I think will highlight this area. I 
can argue that the reason the percentage is small is because in the 
development of the Polaris missile, if you will, we had to go to big 
business; but there are literally hundreds of companies across the 
country in small business, and this committee, I think, deserves a lot 
of credit in this field, because of its interest in developing this par- 
ticular subject, that now have contracts on research and development 
that have never had them before. 

We developed a list, as you know, at the request of the committee, 
I believe, to try to point this out, and it is my opinion, that on a lot 
of these items as we get into them, there will be areas where small 
firms may participate and what we are trying to do here is to empha- 
size our efforts and not necessarily have anyone take a negative 
approach to the small business possibility in this field. 

Do you want to add anything to this ? 

Mr. BannerMAN. Yes; I would just like to add one item of statistic, 
if I may, Mr. Chairman. This list that Mr. McGuire speaks of is a 
list of the companies who have received research and development 
awards in fiscal year 1959. Of the 400 companies in the field in terms 
of dollar awards in fiscal 1959, 150 of those 400 were small business 
concerns. 

Mr. McGuire. Now, it is admittedly, I can almost name from 
memory who the top fellows are. They are going to be the biggest 
ones on the big programs, but also, I think, it is evident in just review- 
ing some of our companies today, that some of these people started 
out as small businesses, and these people in this group that Mr. 
Bannerman was talking about are participating in these programs. 

I would only hope they stay small enough so that we can keep 
recognizing them in this exercise. 

Senator Witu1aMs. Well, their success, of course, would maybe lead 
them right out of the field. 

Mr. McGuire. Could we have some designation so that when they 
grow big, we can still claim them? [Laughter. | 

Senator WituiAMs. Well, the Ford Motor Co. was small. 

Mr. McGutre. That is right. 

Mr. McInarnay. Do you have figures which show the number of 
actions, research and development actions, awarded to small business 
compared with the total R. & D. actions? 

Mr. McGuire. Yes, I think we can get those figures for you." 

While he is getting those, do you want to ask me another question 
in order to—— 

Mr. McInarnay. It was said this morning, I think, Mr. Secretary, 
by one of the technicians at a field installation that no drawings and 
specifications are perfect. This raises'a big question in our mind in 
light of the seriousness of these technical problems that have to be 
overcome in building missiles and supersonic aircraft and the like. 
Is this consistent with the policy of the Department of Defense 





1 See footnote 1, p. 268, for information subsequently supplied. 
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Mr. McGuire. I did not get the first part of your question; I beg 
your pardon. 

“ Mr. McInarnay. The statement has been made by one of the 
operating personnel that no drawings and specifications are perfect. 

Mr. McGuire. I don’t know what he was addressing himself to, in 
what context. I would presume that the drawings and specifications 
of an item were correct. I don’t really know—now it depends on what 
we are talking about. I have seen drawings and specifications on an 
item where we did not have the right to demand from a man some- 
thing that required specific know-how, and it was his product. 

He is not going to include that in the drawing if that is what the 
man was talking about I suppose you could say they were imperfect. 

I am not quite sure I can answer you without knowing the back- 
ground. 

Mr. McInarnay. He was actually talking about checking the cor- 
rectness of drawings as they came in. I think we were discussing the 
fact that this is an impossible task, and that we must rely on what was 
termed the proof of the pudding when a subsequent contractor at- 
tempts to use these drawings. 

Mr. McGuire. Do you want to speak to that, Jim ? 

Mr. BANNeERMAN. Yes; I would. You are aware of our policy with 
respect to getting full manufacturing data as an end product under 
our research and development contracts. I dont’ think there is any 
question but what in the totality of our contracts we occasionally get 
drawings which have within them imperfections. This is a matter of 
contract administration. However, I think probably what the witness 
was referring to was a slightly different problem and that is that a 
manufacturing drawing which is suitable to have the product manu- 
factured by one company may or may not be useful to another. 

Furthermore in many of our products, particularly those which are 
most complicated, i don’t think there is any question but what the 
company that is going to build the product is going to need a great 
deal of background, know-how, experience, trial and error, practice, 
and the sort of thing that does not appear on drawings and can’t. 
So that while it is our policy to get manufacturing data as an end 
product on research and development programs, neither we nor any- 
body else has it within his power to assure that such data will auto- 
matically make that product manufacturable by someone else. 

There is an awful lot of information and know-how that frequently 
goes into the manufacture of the product that does not appear on 
drawings and can’t appear on drawings, 

Mr. McGutre. I was told once during World War II that we could 
give a set of drawings on the Norden bombsight to somebody and he 
could not make it, the point being here that the fitting of this together 
was the problem of making. 

Mr. Taylor of the Air Force I think has something he would like to 
say that would be helpful. 

Mr. Taytor. I really was going to say the same thing Mr. Banner- 
man said. There is a great deal of technical skill in an organization, 
ina technical organization which does not appear on the drawing, and 
while we have been improving our techniques in making drawings and 
putting more of the information on it, you cannot get all of the tech- 
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nical skill on the drawing, and in that sense the drawing is incomplete, 
and I would say imperfect. 

Mr. Jounson. Mr. Chairman, I am Courtney Johnson of the Army, 
I might add a word here. If this testimony this morning was to the 
effect that no set of drawings for a complicated mechanism is perfect 
at any given moment in time, then that was a correct statement, be- 
cause any complicated mechanism—and I will use an ex: umple, an 
automobile—if you printed up the drawings at this moment, the auto- 
mobile that is being built is not being built ex c<actly to those drawi ings 
the way they are at this moment, in some particular. 

Changes are taking place constantly. It is fluid, and it is fluid as 
long as “the automobile is either in dev elopment or in production. 
The changes take place constantly and in rather large volume, and they 
will continue, even if you keep on building that same automobile for 
years. 

Now this is true of any complicated piece of machinery which moves 
and goes through evolution and so forth. 

Mr. McGuire. I presume this statement was made with respect to 
an item made. We got the drawings and we had them in our vault 
let’s say for future use, and I think in that respect the point that Sec- 
retary Johnson was taking care of would not be the case, assuming 
that we wanted to repr oduce that item, let’s call it item A that we had 
procured 10 years ago, or 5 years ago, or something of that nature. 

Mr. McInarnay. I think I understand Secretary Johnson that it 
might be a difficult task to keep your change orders up to date with 
your specifications and drawings. 

Mr. Jonson. You can’t because changes take place out on the line 
or in any part of the shop. They put in figures, as fast as they find 
something wrong. Then the drawings are changed to meet the figures. 
They dont draw the drawi ings and then put the figures in, in many 
cases. 

Mr. Bannerman. Mr. McInarnay, you asked a question a moment 
ago about the number of actions in research and development. We do 
not have those figures with us. We would ask the privilege of fur- 

nishing them for the record if we may.’ 

Mr. McInarnay. Your policy in requirements are, however, that 
at the conclusion of an R. & D. contract drawings and specifications 
will be furnished to the Government. 

Mr. McGuire. Yes, sir. 

Mr. McInarnay. And it is expected that these will be complete, 
correct, and adequate for subsequent procurement purposes. 

Mr. McGutre. This is our purpose, Mr. McInarnay, certainly it is, 
and I think I would be the first one to tell you that the task of review- 
ing every drawing and proving out its accuracy is almost an impossi- 
ble task. I found in my own business that you had to pretty well ac- 
cept these situations. 

Now when you go to reuse the drawings again, you may develo 
some bugs. But I don’t believe that the drawings deliberately, if this 
is the point that this gentleman was trying to make, are not what we 
are buying. 


1 Information subsequently supplied by Department of Defense follows: 

“In fiscal year 1959 there were 45.982 military prime contract procurement actions 
placed with business firms in the United States, its possessions, and Puerto Rico for 
experimental, developmental, test, and research work. Of this number 26,634 actions, or 
57.9 percent of the total, were placed with small business firms.” 
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Mr. McInarnay. Mr. Secretary, I have heard on what I feel to be 
very good authority that at some installations the problem of correct- 
ness of drawings is very serious. 

Now, in light of this fact, you could not at present have any recourse 
to the contractor who furnished those drawings after the Government 
has accepted them; is that correct ? 

Mr. BannerMAN. I think generally that is probably correct, Mr. 
McInarnay. Well, 1 would like to think about it a little. 

Obviously, if we have a contract that is completed and on which we 
have given releases, we would have no further recourse. 

Mr. McGuire. I think morally we would have no resource and cer- 
tainly if we were then doing business with them I think we would have 
the commonsense of just doing business. 

Mr. BanNerMAN. I don’t think there is any question but what we 
have the duty of reviewing drawings that are furnished us under these 
contracts, and satisfying ourselves that they are suitable for our pur- 
poses and in accordance with the contract. I think our ability—— 

Senator Witu1AMs. There is a vote. I will leave for this, but per- 
haps we could pursue the questions with the counsel and it would save 
everybody a lot of time. 

Mr. BANNERMAN. Finishing that comment if I may, I think that our 
ability to assure this result in all cases is something that is a matter 
of administration that the three military departments are constantly 
working on and I am sure they all have programs now for improve- 
ment in that field. 

Mr. Mitne. I just want to make this observation, Mr. McInarnay : 
that this is a massive task. Our Bureau of Weapons has 10 million 
drawings in its control. Now, for those drawings to be of any use for 
reprocurement 3 years from now, say, we take delivery. 

Delivery today, that is, and go back and buy something 2 years 
from now and suspend production in the meantime. Those drawings 
have to be completely up to date, so it is a massive job to keep these 
drawings up to date. 

Mr. McInarnay. As you say, and I certainly agree, this is a big 
job. In light of the fact that this is a big job, almost impossible, at 
the moment these drawings are delivered to accept them and relieve 
the contractor of any responsibility and to pay him, do you think it 
might be a good idea to have a policy that on subsequent procurements, 
if it is determined that mistakes are due to errors in specifications and 
drawings furnished to the Government, there would be some recourse, 
at least for some reasonable period of time ? 

Mr. Bannerman. Mr. McInarnay, I would like to reconsider my 
answer to your earlier question if I may. This involves a matter of 
law as to what rights are under these contracts. 

I have been reminded that even though we may have given a release 
we probably can still demand the curing of latent defects; and, whether 
this falls within that category or not, I would like to consult counsel 
before I give a final answer on it. 

_If it is agreeable with you, I think that it might be helpful if we 
simply wrote the committee a letter on this subject and told them 
what our rights and liabilities are in this field 





*See appendix XVI, p. 610. (Mr. Bannerman’s letter of May 17, 1960 to Senator 
Smathers. ) 





270 GOVERNMENT PROCUREMENT—1960 


Mr. Taytor. I doubt very much if errors in the drawings are what 
is at the bottom of this problem. It is noterrors. It isthe additional 
changes and development of the product during production and while 
the thing is going on that is hard to keep up with. 

And it is what is done on the drawing that is difficult to keep up 
with also. And if the drawing is kept in storage for 2 years or a 
year, the project is stale and then you cannot pull the drawings out 
of storage and work to them exactly and have it come out just the 
same as it did before. 

It develops and is fluid and comes along, so I don’t think it is 
actually errors in the drawing that is worrying you. I think it is 
updating of the drawings. 

Mr. MclInarnay. Well, now, I understand that there certainly 
would be many changes after an item, the prototype, had been tested 
and you have the initial approval. 

You begin production. Then the pilots come in and say you ought 
to do this or that, and you make changes all the time. But the person 
who is making those changes has a responsibility to note those on the 
specifications and drawings from which he is working doesn’t he? 

Mr. Tayvor. He certainly does. 

Mr. McInarnay. So that that is just as great a responsibility as 
the initial one to submit accurate drawings ? 

Mr. Taytor. Keeping the drawings current is a necessity if you are 
going to use them again. 

Mr. McInarnay. And even though as was pointed out a while 
ago, your workmen down in the shop, make the correction, then 
they fix their drawings; still a correction of the drawings and speci- 
fications must be made for the quality control people, the inspectors; 
is that correct ? 

Mr. Taytor. The drawings must be exactly like the part, as close 
as you can make it at all times. However, the change as originated, 
the drawings must be complete at al] times to be useful. 

Mr. McGuire. I think the real answer to your question in listening 
to this is that this is a problem, I guess it always will be somewhat 
of a problem. So far as I know, no one even in some of the big com- 
mercial engineering firms has solved this 100 percent. 

I suspect that in answer to your question as to whether or not we 
have certain installations where this is a more severe problem than 
in others, that this is true. That is, there is a human element in this 
thing too as to how fast they can get on and correct the situation. It 
is a problem that I know the services are aware of in this respect. 

Now as to the recourse actions that we have, I think you have pro- 
voked a very interesting point here that should be answered. I will 
try to get the information for you, and I think Mr. Bannerman has 
pointed out.that he does want to be sure of what he gives you, be- 
cause it becomes part of this record. (See appendix XVI, p, 610.) 

Mr. McInarnay. Mr. Secretary, a moment ago you spoke of an 
experience in World War II. I wonder, other than the complexity 
of modern weapons, why it is that from 1940 to 1944, the 100 largest 
contractors received only 67 percent of the total defense dollar, 
whereas today they are getting 74 or 75 percent. 

Mr. McGuire. You are comparing the hundred largest contractors 
in 1940 to 1944 during World War II versus the situation now. 
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Mr. McInarnay. Today. 

Mr. McGutre. Well, I think there are a lot of reasons for this. 
Some of the contractors obviously during World War II were doing 
nothing but war business. ‘They were in specialized war equipment 
areas. 

The airplane industry is a very good example. Due to the war 
these industries grew in terrific volume and became established as 
basic resources with know-how during this period. 

I don’t eee that there were very many people who went into 
competition let’s say with Boeing or Douglas after the end of World 
War II. So it is logical that as the trend of the type of equipment 
we are buying went into these areas, that these firms would be 
recipients. Do you want to add to this? 

Mr. BANNERMAN. Yes, I would like to add this point if I may. It 
seems to me that in a period when you have mobilized practically 
the total manufacturing resources of your country, in a war effort, it 
is logical to suppose that there would be a wider distribution of total 
business than you get in a period such as the present where your 
program is predominantly or is certainly to a far higher degree one 
demanding very large research and development efforts, and a high 
percentage of your industrial potential is not devoted to the military 
effort. 

It seems that it is that change in mix that leads to a somewhat 
higher concentration. I would feel that this was relatively normal. 

Mr. Mine. I think to amplify what Mr. Bannerman has said, Mr. 
McInarnay, during the war many sources were set up temporarily 
and they went into the business knowing that. 

For instance, there were 17 companies making Army tanks. Some 
were farm machinery companies, others were in the locomotive or 
railway car business, that did not want to stay in the tank business. 
Also during the war—lI have forgotten the exact figures—there was 
produced 35,000 tanks a year or something like that. 

Now we are buying very limited quantities of them. So you would 
not expect that you would get the diversification. There is not enough 
business to go around among 17 companies now you see. 

Mr. BANNERMAN. I think another interesting factor is that we talk 
about the hundred biggest companies and we talk about it every year. 
But we sometimes lose track of the fact that year by year this is a 
different group of companies. 

There are substantial changes in that hundred companies list year 
by year, so that the concentration is not necessarily with the same 
firm. 

Mr. Jounson. I think there is another very important reason and 
that is that the items of equipment that you talk about that are made 
by these hundred companies cost many times as much as any items of 
equipment in World War II. In other words, these expensive items 
of equipment get further out of reach of companies, smaller com- 
panies, all the time. 

Mr. McGume. I would like to point out one thing. You just 
asked about the list of 100 top defense contractors. The largest 
company is General Dynamics Corp. This company was not in ex- 
istence in World War II. It is made up admittedly of a group of 
companies which were in such businesses as—the Electric Boat Co., 
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which, I believe has always been specialists in submarine-type build- 
ing. There are a number of other companies in this group. 

‘As you run down the list here, Boeing Airplane is the second, North 
American Aviation is the third, General Electric, Lockheed Aircraft, 
Douglas Aircraft, United Aircraft. One of the reasons General Elee- 
tric ranks large—not the only reason—is that they are very substan- 
tially involved in the aircraft engine business. 

Yes: they did finally get into the aircraft engine business at the 
end of World War II. I believe I am correct in this. But it cer- 
tainly was not among the largest during World War II. They were 
very substantially involved in subassemblies on some of the planes 
which they disc ontinued making, and items like that. 

Mr. McInarnay. Back during the Second World War was there a 
policy afoot that the Government would furnish equipment to 
assemblers ? 

Was that the predominant policy of the Defense Department or of 
the War Department ? 

Mr. McGvutre. I don’t think that I can recall it as a policy. It is 
the way the business grew up. 

And a lot of this manufacturing we did within the Government 
prior to World War II. It was compartmentalized if you will, and 
this thing in its very complexity in nature also has spawned out. 

I think a fine example is the missile in itself. I am not sure that 
we feel that we have reached the point where the missile is an as- 
sembly item yet. Admittedly there are teams of contractors working 
on this, one on the guidance, for example, another on the motor, that 
type of thing. But I don’t think the missile has quite reached the 
point yet, Mr. McInarnay, where you can just supply a lot of ma- 
terial and put it together, at this stage. 

Mr. McInarnay. I was rather getting to a subject which is another 
one unto itself. 

And that was the effect of systems contracting upon the present 
concentration. Along those lines, Secretary Milne, I think the De- 
partment of the Navy has had some pretty good experience as to 
purchasing components of items rather than having a central systems 
contractor; have you not ? 

Mr. Mune. Well, I think that is true, Mr. McInarnay. We tend 
to get infatuated with new terms and now we talk about “weapon 
system concepts.” The Navy has been buying weapons systems ever 
since it first started in the weapons business, because any combatant 
ship is a complete self-propelled weapons systems in itself. So that 
there was not much difference when you move from ships, which we 
have been doing for many years, into such things as Polaris. On 
Polaris we have no prime contractor with the complete responsibility 
for the whole missile. 

General Electric has the guidance system, Westinghouse has the 
launching tubes, Lockheed has the assembly of the missile, and so on. 

They have subcontractors under them of course—I have forgotten 
the exact number—we can supply them for the record. I think there 
are five major prime contracts on the Polaris system. So that in most 
cases we have not gone to a single prime contractor for a complete 
weapons system. But it was because we never have. For example, on 





m 


Le 





we \ 


GOVERNMENT PROCUREMENT—1960 273 


many of our ships, for example the /’nterprise, the nuclear carrier, 
the prime contractor for the ship is responsible for about 58 or 60 per- 
cent of what goes into the ship. The rest of it, nuclear reactors, pro- 
pulsion mac hinery , and so on are purchased by the Navy and supplied 
as a Government free issue. 

(The document subsequently supplied follows :) 


ExniBit XX VI 
SUMMARY OF NAVY PURCHASING FOR POLARIS 


1. The major prime Polaris contractors are as follows: 


Villion 
Lockheed Missile and Space Division for handling and test equipment 
Sema mROUN PONTE CUD CHL, 2 UM: COCATNASIO TRIACS aio ene sets lnc coer dno ttn ses cepa echspninrccn ee $807. 7 
Aerojet-General Corp. for propellant, and as a subcontractor to Lockheed 
eran: RU. on” CN NUON ik De es 24.2 
General HPlectric Co. for fire control systems, and as a subcontractor 
to Lockheed for guidance capsules________-__________-.- 118.8 
Westinghouse Electric Co. for launching systems_._._..____._-_____________- 62.2 
Hercules Powder Co. for advanced rocket motors______________________ 16.6 
66 Bureau of Naval Weapons prime contracts placed with 43 small 
I UR NIN a ac insane his cients as deduce clk baa hes bled Adal aceledleddabalealaear hac abiebbabwetianstied 21. 6 


In addition, 16 Navy facilities have been utilized in various phases of the 
program. 

2. Subcontracting, actual and planned, by the major prime contractors varies 
from company to company but the percentages are generally as follows: 


[Millions] 








| 

| Total | Total sub- Small busi- 

contracts | contracting ness subs 
Lockheed De tate aielat ic digs bine wie mb ain icaiotia machine dd ns eabemaie es aie $807. 7 | $488. 1 $73. 2 
Aerojet-General eed Peted kids abbeectnad dbase etiam sdbheaba’ 24.2 | 6.7 3.5 
General Electric. ...........- ee Eten serats ata : 118.8 | 48.7 12.5 
Westinghouse Ce ae Ek il chalet 62. 2 | 15.0 10.2 
Hercules Powder. : 16 j 2.5 
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Mr. McInarnay. This is a variance from the way weapons system 
contracting works on other projects or in other departments. 

Mr. BANNERMAN. Mr. McInarnay, I think that there has been some 
misinformation with respect to weapons-system contracting. I believe 
you will find that in most instances, if not every single one the big 
major weapons have all been bought by a series of contracts, not all 
with one contractor. I think, for insti ince, the Air Force could testify 
to this with respect to their major missiles, the Air Force having 
coined the term “weapons system.” 

Mr. Taytor. We have nearly every conceivable mix of contractors 
in our various procurement efforts. In the missile system we have 
associate contractors, the Atlas, the Titan, and so on. We have asso- 
ciate contractors, maybe four or five of them, who have the responsi- 
bility for the missile in rarying degrees, and somebody has the re- 
sponsibility for the complete assembly and the performance of the 
missile. Now in some of our airframe developments we have a single 
contractor who has the complete responsibility. 

I am thinking of the B-70 for one or the B—58 for another. 

Mr. McINarnay. Have you made any evaluations as to which one 
of these approaches is the better ? 
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Mr. Tayvor. I don’t think it is as simple as that. Each one has its 
value in a particular situation and you have to analyze the situation. 
There are good reasons why each one of these was adopted, and it is 
not something where you can say “This is the way to do it” and then 
spread that across the board. You have to analyze each situation to 
see which is the more appropriate thing, the way to do it, and part of 
it is our own internal organization. 

This has to be responsive to our business too, but it is a molding of 
the whole situation that dictates this." 

Mr. Mitne. May I amplify what I also gave you from memory on 
Polaris. There are five major prime contractors, all big business. 

There are 66 smaller prime contracts, 43 of which are with small 
business. Then of the five major prime contracts, Lockheed’s for 
example, is $807 million, $488 million is subcontracted and of that 
$73 million goes to small business. So there is a wide spread in the 
Polaris procurement. 

Mr. McGuire. Mr. McInarnay, on page 99 through page 107 of the 
Procurement Study that was given to Senator Thurmond’s committee, 
there is a very detailed explanation of all of the various mixes of 
Wweapon-system contracting and the problems confronting it. It 
might be helpful if we could put this information in the record at 
this point so the record would be amplified. 

Mr. McInarnay. Subject to the approval of the chairman, we will 
have it inserted in the record.? 

Mr. McInarnay. I think that this discussion of weapons systems 
is a bit of a digression so if you don’t mind we will get back. 

Mr. McGuire. That is all right. 

Mr. McInarnay. Your armed services procurement regulations re- 
quire I think that all bidders be told of the outcome of awards; is 
that correct ? 

Mr. McGutrr. Yes, sir. 

Mr. McInarnay. And this is both on advertised and negotiated 
awards? 

Mr. McGutre. Yes. 

Mr. McIwnarnay. I understand that there are varying ways that 
this is handled. Sometimes the contractor will receive merely a card 
saying “You were not the successful bidder.” 

Is the information on the outcome of a negotiated award public 
information ? 

Mr. Jounson. Yes, sir. 

Mr. Bannerman. Mr. McInarnay, in negotiated procurements we 
do publish in the Department of Commerce publication all awards 
over $25,000—all unclassified awards over $25,000. We also provide 
that anyone who bids will normally get notice whether he is or is not 
the successful bidder, and if he requests it, he will be told precisely how 
he was evaluated and what the relationship was between his proposal 
and that of the successful bidder. 

Mr. McGuire. This is new within the last I think 2 years, Mr. 
McInarnay. 


1See letter dated Apr. 20, 1960, from Assistant Secretary of the Air Force. P. B. Taylor, 
to Senator Smathers, with accompanying enclosures, exhibit XXXIII, p. 371. 
2 See excerpts from “Procurement Study,” exhibit XXXII, p. 361. 
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Mr. McInarnay. I think last June you changed that, did you not? 
I believe it was. 

Mr. McGuire. I believe so. At any rate, I think it came out at one 
of the hearings. ‘There was a point made that this would be helpful 
and the Materiel Secretaries and myself discussed this matter and we 
agreed. We said that the awards should be published and the un- 
successful bidder if he asked should be given information as to why he 
did not get this contract. 

Mr. McInarnay. I checked with three local reporting companies 
this morning and find that they can give us any information we want 
on advertised awards but on negotiated awards it is just not available. 

Mr. Jonnson. It is available. 

Mr. McGuire. It is published by the Department of Commerce. It 
might be worth while to—well, possibly the local reporting companies 
feel that there is no sense in duplicating it. It is available to firms if 
they want it. 

Mr. McInarnay. And several other contractors have told us the 
same thing. They just don’t get this notice. 

Mr. McGuire. I would appreciate it if you would refer to me the 
contractors who tell you this, because I have heard of only one case 
of a man having a problem. It was not small business. And really 
the problem he was having was not in the area we are talking about 
but he wanted some more detailed information. The service gave it 
to him. 

Mr. McInarnay. Would you check down the line and see that this 
regulation is being complied with ? 

Mr. McGuire. Certainly. 

Mr. McInarnay. That all unsuccessful offerers are being given no- 
tice of the winning company ? 

Mr. McGuire. The gentlemen who are responsible for the operation 
of this policy are here, and I am sure all three would be glad to 
answer it. 

Mr. Jounson. I would be glad to say a word on this, Mr. McInar- 
nay. I think you have to be very careful to define what the question 
is that the contractor says is not being answered. You asked if the 
amount of an award is public property. 

Yes; it is. There is no question about that. It is public money, and 
how much we pay for something is public property. But frequently 
the question is not only that but how much did somebody else bid too? 
That is not public property. It is only the winner that is the public 
property. They know that they can get the amount that the award 
was for. As has been stated here above certain amounts we publish 
that. We put it in the newspapers. We don’t publish them all but 
it is not because they are not available. 

Mr. McInarnay. I am just referring these complaints to you now, 
that several contractors say that these notices are not coming back 
to them, and they feel a justifiable gripe because they spend anywhere 
from $2,000 to $5,000 preparing this thing and they would like to 
know what happened. . 

Mr. McGuire. We will specifically check this out for you, Mr. Mc- 
Inarnay. 

If it is not being done it should be. 
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Mr. Jouwnson. Yes, it should; that is as far as the winner is econ- 
cerned. If they want to know what happened, what everybody bid, 
they don’t get that. 

Mr. McInarnay. The successful offerer, the price and the quantity, 

Mr. Jonnson. That’s right. 

Mr. McInarnay. Because if the quantity is not put in it would 
not be meaningful. 

Now several years ago I think this committee and perhaps others 
complained that everything under the rainbow was being negotiated 
under 2(c) (1); isn’t that correct, the old 2(c) (1) ? 

Mr. BANNERMAN. During the Korean emergency and for a sub- 
stantial time thereafter, that is correct. 

Mr. MoInarnay. So on January 1, 1956, an order was issued that 
this will no longer be the case and that you will justify your negotia- 
tion authority under the appropriate exception. 

Mr. McGutre. Yes, sir. 

Mr. McInarnay. Now I notice that during fiscal year 1959, 3 years 
after this order, $41 million was spent by the Department of Defense 
for modifications to contracts negotiated prior to January 1, 1956, 

Mr. BANNERMAN. What was that figure again ? 

Mr. McInarnay. $41 million. 

Doesn’t it seem that over the course of 3 or 4 years that these 
contracts would have been redetermined, the pricing would have been 
changed, and thus it would no longer have appeared as a 1F category 
under DD350? 

Mr. BANNERMAN. The column you are referring to—modifications 
authorized by existing contracts—is a column that does not relate to 
any new procurement. 

It relates only to change orders or to other modifications of a variety 
of kinds that may occur. 

These modifications do not in themselves cite or require any nego- 
tiation authority. 

But if they do occur with respect to an existing contract, that was 
negotiated under 2(c)(1) prior to January 1, 1956, and some such 
contracts are still in existence, then we have no place statistically to put 
that modification but under this category, and that is why it goes 
there. 

Mr. McInarnay. I understand that. My question was: Does not 
it appear that over that long period of time that the pricing would 
have been, that a new pricing would have been put on these contracts, 
and thus when they are modified it would show up under a new con- 
tract and not one that was negotiated 4 years ago? 

Mr. BannerMan. If you mean by new pricing a redetermination 
of an existing price or simply a final pricing action with respect to 
the original procurement, that new pricing does not change the prob- 
lem in any sense. 

The authority under which the contract was negotiated would still 
be carried as a 2(c)(1), on these old contracts, and any additional 
change order that was issued would have to be shown statistically 
under the same category. 

Mr. MoInarnay. So that you find no problem in the fact that $41 
million is still being awarded as modifications under these old con- 
tracts. 
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Mr. BANNERMAN. No, I don’t. I think there will be some dollars in 
1960. You will notice, or perhaps you haven't the same figures before 
you that I have, that that figure has gone down very drastically year 
by year, as these old contracts wear out. For instance, in fiscal year 
1957 it was $1,500 million for the same column. In 1958 it was $794 
million. In 1959 it was $41 million. Now in 1960 it will probably be 
a couple of million, still residual. 

In other words, this is a residual product, and it will work itself out. 

Mr. McGuire. As a matter of fact, Mr. MeInarnay, I challenge this. 
I think what you have is, as Mr. Bannerman stated, a statistical prob- 
lem of presenting these facts. For example, on one of the tabulations 
covering this subject we show nonperishable subsistence. Now this 
type of buying in reality is covered under exception 9, perishable and 
nonperishable subsistence, and this is a case where they had a carry- 
over. 

Probably we should in all candor record these transactions where 
they belong, regardless of where they were originally recorded. 
What we are interested in here as I see it is what is our current activity 
in this area ¢ 

Isn’t this your point ? 

Mr. McInarnay. That is correct. Does the Armed Services Pro- 
curement Regulation give any authority to negotiate contracts be- 
cause drawings and specifications are not available? 

Mr. McGuire. Yes, do you want to cover that in detail, Jim? 

Mr. BanNERMAN. I’m sorry I didn’t hear the question. 

Mr. McGutre. In the Armed Services Procurement Regulation does 
it provide the authority to negotiate a contract because specifications 
or drawings may not be available? 

Mr. BannekMan. The regulation, in partial clarification of the 
law, in our judgment authorizes the negotiation of contracts if speci- 
fications cannot be made available, if it is impossible to draft specifi- 
cations. I think those are the exact words. 

Mr. McGuire. Those were the words that I had in mind, subsec- 
tion 13 of exception 10, which states where it is impossible to draft 
specifications. 

Now I am assuming our operating people are using this authority 
where the specifications are merely not available. 

Maybe the contractor has not furnished them, or any number of 
reasons other than just that they are impossible to draft. 

Mr. Bannerman. Mr. MeInarnay, I don’t think it is possible for 
us here to tell you all of the circumstances where this may have 
been used. 

I think that if in fact specifications are not available and hence 
our specification people find it impossible to draft specifications I 
would assume this would be a proper use. 

I think that here there is not any single answer to your question. 
For instance, let’s assume the worst kind of a case. 

Suppose we should have had drawings but in fact don’t, for any 
reason. 

I would assume that our first action would be to try to enforce 
our right to get the drawing. But failing in that, if we still had to 
make a procurement, I would say that this was a case where it was 
Impossible to draft specifications. 
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Mr. McInarnay. Exception 16 gives you authority to make edu- 
cational production runs. I think you covered this in your presenta- 
tion to the Armed Services Committee. 

Mr. Bannerman. I seem to recall that that was mentioned, yes, 

Mr. McInarnay. Now this morning the Signal Corps told us that 
they used this authority to negotiate a contract to get additional] 
sources for some sort of a teletypewriter machine. 

Mr. Bannerman. I don’t know the details of this usage. Perhaps 
Mr. Johnson does. But I can certainly conceive of a situation where 
that would be an entirely proper use of the negotiation authority 
under section 16. 

For instance, if the industrial mobilization demands of the coun- 
try required that we have far greater capacity than was available 
to us today to produce the particular device, and if the only way 
to get that capacity, additional capacity, is by negotiation, I would 
assume that section 16 would be a proper way to develop the additional 
capacity. 

Mr. McInarnay. I notice that only 6.3 percent of the dollars nego- 
tiated by the Defense Department in fiscal year 1959 used 16 as the 
authority. I am just wondering if this might not be a very good way 
to increase sources in many instances because when an actual require- 
ment comes up, you know it is going to come up in the future many 
times, but when your purchase request comes in, there is no other 
action to take but to give it to your single source again. 

Mr. BANNeRMAN. I wouldn’t consider that exception 16 as a matter 
of law was available to us solely for the purpose of developing com- 
petition. Perhaps there should be such an exception, but there is not. 

I think 16 is available not in those relatively isolated situations 
where we are seeking to accommodate our total mobilization require- 
ment. In other words, exception 16 involves the invoking of national 
defense or industrial mobilization in the event of emergency as its 
basis, rather than to create additional competition. I am aware of 
the argument, we have had it made to us on some occasions, and I 
have seen cases where I think in the long range the Government 
might have gained by doing so. 

They are fairly remote, but nevertheless it could happen. 

Mr. Jounson. Mr. McInarnay, are you suggesting or implying that 
it should be used for sole source negotiation or competitive negotia- 
tion ? 

I think there is a vast difference here. 

Mr. McInarnay. I am suggesting that in light of the information 
given us by the Signal Supply Agency this morning, wherein they 
added another source for a teletypewriter machine, that perhaps we 
might use this authority or if the law does not presently allow you 
to do so, recommend a change in the law so that in many instances 
where you felt it was prudent to do so, you might award a contract 
solely to get another source into the competitive arena. 

Mr. BannerMAN. It might be a sole source negotiation today to 
avoid a sole source situation in the future I think. 

Isn’t that what you are suggesting ¢ 

Mr. Jounson. [ would be very much opposed to that I might say. 
I don’t think we should have authority to have any more sole source 
negotiation than we can possibly help. Now we have to do it for some 
things and then it is very regrettable. We have to. We can’t do it 
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any other way. But to go out and say “We will sole source negotiate 
with that company because we like them,” I don’t like that. 





Mr. McInarnay. Of course there is no reason why such an authority 
would have to be used in the sole source category if you were choos- 
. ing another company. 
| Mr. Jounson. I am not sure it was in the Signal Corps case. I 
aM | don’t happen to be familiar with that. It took place a long time ago. 
| Mr. BANNERMAN. It would necessarily involve excluding from 
8 that procurement the existing source, because if you did not exclude 
re | him, he would probably bid it in low and you would be left right 
Y | where you started. 
Mr. McInarnary. That is correct; but it does not necessarily mean 
a there would have to be negotiations with only one company. 
le Mr. BaNNERMAN. I agree. 
ty Mr. McInarnay. Right. Perhaps you might consider that pos- 
id | sibility and give the information to the committee on what your 
al | feelings are on that.’ 
Mr. McGuire. I will be glad to. 
wi Mr. McInarnay. Under the present rulings or regulations, part 3 
he I think it is, there is a mixture of circumstances when sole source is 
Y allowed and circumstances when competitive negotiation allowed. 
- This is the case not only in the regulations but it is found mixed in the 
'Y | statutory exceptions. For example, in exception 10, you find sole 
er | source authority and competitive negotiation authority. 
Do you think in getting at this problem of increasing competition 
al it might be a better approach to separate these two authorities ? 
- Mr. McGuire. I will ask Mr. Bannerman how he feels about that. 
ot. Mr. BanneRMAN. The organization of the regulation tends to fol- 
ns low, of course, the organization of the act itself, and as I am sure you 
- are aware, practically all but not all of the 17 exceptions that authorize 
al negotiation may by virtue of their very nature be in some cases appro- 
ike priate for sole source procurement and in other cases appropriate for 
of competitive procurement. 
I I think that the need for negotiation does not necessarily hinge, in 
nt fact does not hinge, on whether we are in a sole source situation. 
There are many other reasons why you must negotiate. I cite one, 
exception 12, classified procurements. Exception 10, as you have 
iat ointed out, frequently is used in sole source situations, but as you 
- oe also pointed out frequently is used for competition. 
~~»1 don’t know that there would be any magic in changing these around 
| | to segregate out sole source from competitive situations. 
7 I think that the present organization of it work pretty well. 
ey We try to get as much competition as we possibly can in all of these 
wa situations, and we would continue to do so even if we had some sep- 
arated, say, sole source negotiating authority. 
' Mr. McInarnay, I had the thought that perhaps it would lend 
- some clarity to this whole problem by having two distinct categories. 
I know that the Defense Department is in favor of the competitive 
to | Negotiation aspect of S. 500, where you pull out competitive negotia- 
| tion from other kinds.? : 
ay: *To be supplied for committee’s information. by Assistant Secretary of Defense (Supply 


ree and Logistics). 


78. 500—To amend title 10 of the United States Code with respect to procurement pro- 
me cedures of the armed services, and for other purposes, introduced by Senator Saltonstall, 
) it 86th Cong., 1st sess. 


54469—60——_19 
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Mr. McGuire. That is correct, and I think that probably the proper 
answer to your query is that you pose a suggestion here that I think 
we ought to give some consideration to and report back to you our 
feeling on this thing. What I am trying to say is that we should 
be openminded about it. 

Mr. McInarnay. We would appreciate having your views on that. 
Do you think that if you had such a category of competitive negotia- 
tion properly defined, that it would still be wise to leave all 17 excep- 
tions intact 

Mr. McGuire. I do sincerely. 

Mr. McInarnay. Do you think that the legislative history of the 
Armed Services Procurement Act allows or was intended to allow the 
Department of Defense to purchase the vast proportion of its supplies 
and services by negotiated contracts ? 

Mr. McGuire. I think Mr. Bannerman would like to answer that. 

I know there has been a lot of discussion on the subject over the 
years since I have been involved in this area, and my feeling on the 
matter is that it does; that the answer is “Yes.” 

Mr. BanNerRMAN. I think, Mr. McInarnay, that there is not any 
question but what not only the committees of Congress who studied 
this very intensely when the act was passed, but also probably the peo- 
ple in the Department of Defense at the time who recommended this 
legislation were a little surprised at the extent and total proportion of 
the procurement that went into the negotiated category. I would like 
to point out that this becomes dictated not by anybody but actually 
by the nature of things we buy. 

Clear back in 1948 and 1949 the years immediately after the act was 
passed, the same claim that is represented by your question was made. 
In fact I would not want to be responsible for the figure with any 
precision at the moment, but I think that as high as 80 percent of our 
total procurement in the first year after the law was passed was ne- 
gotiated. It was certainly close to 80 percent. As I say, I think it is 
the nature of the things that we buy that dictates the result. 

I don’t think anybody would argue but what in a period such as 
the one we are going through at present, where we have a very high 
percentage of all of our procurement in research, development, and 
new weapons of very complicated types that it is essential and there 
is no cure for having a high percentage of your procurement of the 
negotiated type. 

Mr. McInarnay. Does this machine run that we have received ‘in- 
clude modifications where the negotiation authority is neither required 
nor used ? 

Mr. Bannerman. I have the impression that it clearly does, but.I 
am sure that the Secretariesjof the military departments can answer 
that with more authority than I. 

Mr. Mixne. Yes, it covers everything that is under that raw classi- 
fication which I discussed earlier, and it has change orders, it has 
change orders which turn out as credits, as you will see in just leafing 
through those pages there. 

Mr. Bannerman. Mr. McInarnay, a change order is issued to 
change, say, the specifications or engineering requirements of a-con- 
tract pursuant to the changes article in the contract itself. 
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That change order neither cites nor requires any negotiation au- 
thority, and 1 am sure that included in this machine run you have are 
all of the change orders that were issued against sole source types of 
contracts during the period in question. 

Mr. Mitne. That is correct. You see you start out with a ship. 
It takes 4 years to build it. Originally they decide to put on a certain 
type of radar, 18 months later we get a breakthrough. We have an im- 
proved radar. It would be silly to build the ship with the old radar, 
so we change order the contract. 

Mr. McInarnay. So that during fiscal year 1959 you had, taking 
those contracts negotiated with one source and those modifications 
where the negotiation authority was neither required nor used, a total 
of 58,502 so-called sole source actions. 

Mr. McGuire. Is that the total of these machine runs, sir? 

Mr. McInarnay. No, that is the total of these actions for the year. 

Mr. McGuire. Yes, I don’t know. I am not familiar with the 
number. 

Mr. McInarnay. That appears in table 6 of your Defense Depart- 
ment report. That would mean that one-third of all such actions 
transpired in the last 8 months of the year. 

Mr. McGutre. I am a little lost here. I want to be helpful to you. 
What table are you referring to? 

Mr. McInarnay. This is the military prime contract awards. 

Mr. BANNERMAN. What page is that ? 

Mr. McInarnay. Table 6, page 22. 

(The table referred to follows :) 
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Mr. McGuire. Your question was addressed to the 23,600 modifica- 
tions there ¢ ; 

Mr. McInarnay. My first question was to know whether those in 
the final quarter represented in that final figure appear in this, and 
I think the answer was “Yes.” 

Mr. BannerMAN. I think, Mr. McInarnay, as a matter of fact 
when you refer to the final quarter, you are referring to the October- 
December quarter 1959 are you not ¢ 

Mr. McInarnay. No, I am referring to April, May and June. 

Mr. McGuire. I would assume they would be if they are part of 
the fiscal year 1959. 

Mr. McInarnay. Taking those two figures it is a total of 57,000 
for the year, one-third of which, is 19,000, were let in the final 3 
months. : 

Mr. BANNERMAN. We are having trouble following your figures. 
We are looking at page 22. 

Mr. McInarnay. Right, do you have 23,600? 

Mr. BANNERMAN. Yes. 

Mr. McInarnay. And then you go down to negotiated with one 
source, 34,902 ¢ 

Mr. BANNERMAN. Yes. 

Mr. McInarnay. Add those together and it comes to 58,000 for 
the year! oie? 

It appears to me that one-third of that type of action transpires in 
one-fourth of the year, and I am just wondering if 

Mr. Jounson. That is not unusual at all. That follows the pattern 
of our contracting because we don’t get very much contracted in the 
first quarter of the year. 

We don’t get the money. 

Mr. McInarnay. You make the statement, in your presentation 
that the authority granted by exception 10 is used as though the words 
“By means of formal advertising” were added. 

This is only partly true, isn’t it? You have all sorts of actions 
mixed up under exception 10. You have those where there is only 
one source, you have utilities, standardizing parts of a particular com- 
ponent, drawings and specifications. 

Mr. McGuire. Yes, our present purpose in pointing this out was 
for clarification. There are some situations where obviously, you 
only can buy from one point, isn’t that right, Jim ? 

Mr. Bannerman. I think that is correct. We have the feeling 
that in all of those situations formal advertising is impractical. 

Mr. McINarnay. And also in many of them competition is imprac- 
tical, so that it is not just a limitation on the use of formal advertising 
but often it is a limitation on the competition itself. 

Mr, Bannerman. When we, for our regulation purposes, add the 
words “by formal advertising” we do not take out the word “compe- 
tition.” 

In other words competition by formal advertising is impractical. 
We agree with what you say. 

Mr. McInarnay. Part 9 of ASPR on data and copyrights, I believe, 
defines a proprietary item. Part of the definition says that these are 
secrets In manufacture that cannot be determined upon an analysis of 
the product. What does that mean? 
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Does that mean that you could not reverse engineer the thing? 

Mr. McGutre. Yes. I will give you a very simple example. 

In the textile industry you havea finish. The finish is one ver Vy in- 
portant part of the pr oduct. Sometimes the finishes are not the result 
of a chemical that you buy and put in the finishing process. Some- 
times they are as simple as running the cloth over a piece of metal so 
it has a shar p break. 

Now this 1s something that a man has developed, if you want to you 

ean call it a gimmick, if you will, that gives a certain hand to this 
cloth. 

Now you can’t reverse engineer that. You have to have a knowl- 
edge of how he does it. That is the point we are trying to raise. 

Mr. Bannerman. The definition of proprietary data in ASPR does 
not say “cannot be revealed by analysis.” 

The words are “is not disclosed by,” and I think it is safe to say 
that we have some sharpening to do of that definition. Those who 
participated in the original drafting of that did not mean thereby to 
exclude everything that conceivably couldn’t be found out anyway, 
by a thoroughgoing reverse engineering. 

What we meant is something more simple than that and I think 
perhaps we need to clarify the language. 

Mr. McInarnay. Do you have a policy in the Defense Department 
of allocating orders among sources ? 

Mr. McGutre. Not that I know of. 

It might solve a lot of contentions. 

Mr. McInarnay. As long as small business got its fair share. 

Mr. McGutre. I don’t know of any such policy. 

Mr. McInarnay. Under that same part 9 of ASPR (9- 203) it says 
that it may be necessary for the Government to participate in licens- 
ing agreements respecting proprietary data to protect the Govern- 
ment interests in such things as “allocation of orders among sources.” 

Mr. Jonnson. Of course, that would be possible in wartime with- 
out any questions. 

Mr. Bannerman. I would like to get exact language. Can you cite 
that again to me? 

Mr. McGumer. What number is that? 

Mr. BANNERMAN. Yes. 

Mr. McInarnay. ASPR (9-203), I believe. 

Mr. BANNERMAN. The necessity for establishing through any means 
more than one source of supply to insure fulfillment of mobilization 
requirements, which is one of the reasons we do this, would neces- 
sitate I would assume that, if we went to that length, we take some 
means of assuring that the additional—that each of the sources of 
supply remains available as a potential mobilization supplier. Un- 
der those circumstances it might well be necessary to make, in a given 

ease, some allocation of your current orders as ‘between the various 
sources to assure that they are all available. 

I remember very well, from my own procurement experience in the 
Navy, a situation ‘where we had to do exactly this with the large sub- 
marine battery manufacturers, because the ones who were av ailable, 
any one of them could have met our total current requirements, and 
hence each year’s requirement would have gone to one company, and 
we would have lost the others as mobilization sources. 
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But the others were absolutely essential to us, since it took so long to 
get a new producer into production. Hence we did allocate between 
those sources. ‘To answer your question, there is no general policy on 
this subject. It would be governed by the dictates of each individual 
case. 

Mr. McInarnay. Do you require that defense contractors on pro- 
prietary data particularly, and almost anything in general, furnish 
you with copies of licensing agreements by which they license an- 
other contractor to produce a certain item ? : 

Mr. BANNERMAN. We would certainly require information with 
respect to such agreements if any royalties were involved that were 
going into the price of what we buy. As a normal thing we do not 
require copies of licensing agreements. 

As I am sure you are aware, licensing agreements are going on in 
commercial industry all day every day, most of which don’t have any 
particular effect with respect to our procurement. 

Mr. McInarnay. But the royalty payment would show up in what 
you are having to pay this other contractor. 
~ Mr. Bannerman. And it would show up in the course of our nego- 
tiation of the price, too. 

Mr. McInarnay. So that you require proof or you want to see the 
licensing agreement. You want some proof of this payment; is that 
correct ? 

Mr. BANNERMAN. We would certainly require some evidence that the 
royalty agreement was proper and appropriate in amount. 

Mr. McInarnay. And then as a routine matter you check to deter- 
mine whether this is actually proprietary or do you accept the other 
contractors’ word for it ? 

Mr. BanNERMAN. I don’t think this would be involved. If in fact 
two contractors have between themselves an agreement whereby one 
is paying a royalty to the other, there is nothing that we can do with 
respect to determining the rights as between those parties. However, 
if the royalty seemed unreasonable or outrageous, we would certainly 
look for some other way of getting the product, if it were possible. 

Mr. McInarnay. Ina very few cases I must say—— 

Mr. BANNERMAN. There are very few. 

Mr. McInarnay. The committee has heard of instances where it 
was felt by some parties that royalties were questionable, because a 
certain contractor might have developed something at Government ex- 
pense, and be charging royalties for the production of this item. 

Now it is of interest to the Government if the Government has to pay 
these royalties unjustly, is that correct ? 

Mr. BANNeRMAN. I completely agree, Mr. McInarnay. We have 
seen cases, I think the General Accounting Office people called our at- 
tention to one case of this sort. Clearly if the Government paid ini- 
tially for the development of the item, the Government thereafter 
should not have to pay royalties to a second party for the use of that in- 
formation. 

. Mr. McInarnay. Then is there any check on this when royalties are 
involved ? 

Mr. Bannerman. Yes there is, for your information I might add 
that we have just issued a new section of the Armed Services Procure- 
ment Regulation covering this question. 
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Mr. McInarnay. Part 8? 

Mr. Bannerman. I think it is part 3 of section 9. It comes in right 
after this data and copyright section. I will be glad to send you a copy 
of that. 

Mr. McInarnay. I think we probably have it in this compilation 
here. 

Mr. BaAnNerRMAN. You probably get it before we print it. 

(The document referred to follows :) 


Exnisit XXVIII 
ARMED SERVICES PROCUREMENT REGULATION 
Part 3—Foreign License and Technical Assistance Agreements 


9-301 General. 


9-301.1 Background. In furtherance of the Mutual Security Program, or for 
other national defense purposes, the Government may undertake to develop, or 
encourage the development of, foreign additional sources of supply. The develop- 
ment of such sources May be accomplished by an agreement often called a foreign 
licensing agreement or technical assistance agreement, wherein a domestic con- 
cern, referred to in this Part as a “primary source”, agrees to furnish to a for- 
eign concern or government, herein referred to as a “second source,” foreign 
patent rights; technical assistance in the form of data, know-how, trained per- 
sonnel of the primary source, instruction and guidance of the personnel of the 
second source, jigs, dies, fixtures, or other manufacturing aids; and such other 
assistance, information, rights, or licenses as are needed to enable the second 
source to produce particular supplies or perform particular services. Agree- 
ments calling for one or more of the foregoing may be entered into between 
the primary source and (i) the Government, (ii) a foreign government, or (iii) 
a foreign concern. The consideration for providing such foreign licenses and 
technical assistance may be in the form of a lump sum payment, or payments for 
each item manufactured by the second source, or both, an agreement to exchange 
data and patent rights on improvements made to the article or service, capital 
stock transactions, or any combination of these. The primary source’s bases for 
computing such consideration may include (i) actual costs, (ii) charges for the 
use of patents, data, or know-how reflecting the primary source’s investment in 
development and engineering and production techniques, and (iii) the primary 
source’s “price” for setting up a second source. Such agreements often refer to 
the compensation to be paid as a royalty or license fee whether or not patent rights 
are involved. 

9-301.2 Policy. It is Government policy not to pay in connection with its con- 
tracts, and not to be paid in connection with contracts made with funds derived 
through the Mutual Security Program or otherwise through the United States, 
charges for use of patents in which it holds a royalty-free license or charges 
for data which it as a right to use and disclose to others, or which is in the publie 
domain, or which the Government has acquired without restriction upon its use 
and disclosure to others. This policy applies to foreign license and technical as- 
sistance agreements (first, in negotiating contract prices for foreign license and 
technical assistance contracts (ASPR 9-302) or supply contracts with second 
sources (ASPR 9-303), and second, in commenting on such agreements when 
they are referred to the Department. of Defense by the Department of State 
pursuant to Section 414 of the Mutual Security Act of 1954 and the International 
Traffic in Arms Regulations :(ASPR 9-304). 

9-302 Foreign License and Technical Assistance Contracts Between the 
Government and Domestic Concerns. 

(a) Contracts between the Government and a primary source to provide tech- 
nical assistance or patent rights to a second source for the manufacture of sup- 
plies or performance of services will, to the extent practicable, specify the rights 
in patents and data and any other rights to be supplied to the second source. 
Each contract shall provide in effect that, in connection with any separate agree- 
ment between the primary source (or any of his subcontractors) and the second 
source for patent rights or technical assistance relating to the articles or services 
involved in the contract, that— 
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(i) the primary source (and his subcontractors) will not make, on ac- 
count of any purchases by the Government or by others with funds derived 
through the Mutual Security Program or otherwise through the Government, 
any charge to the second source (A) for royalties or amortization for patents 
or inventions in which the Government holds a royalty-free license, or (B) 
for data which the Government has a right to possess, use, and disclose ta 
others, or (C) for any technical assistance provided to the second source for 
which the Government has paid under a contract between the Government 
and the primary source; and 

(ii) such separate agreement between the primary and second sources 
will conform to the requirements of the International Traffic in Arms Regu- 
lations (ASPR 9-304). 

(b) The following factors, among others, shall be considered in negotiating 
the price to be paid the primary source under contracts within (a) above: 

(i) the actual cost of providing data, personnel, manufacturing aids, 
samples, spare parts, etc. ; 

(ii) the extent to which the Government has contributed to the develop- 
ment of the supplies or services, and to the methods of manufacture or per- 
formance, through past contracts for research and development or for 
manufacture of the supplies or performance of the services ; and 

(iii) the Government’s patent rights and rights in data relating to the sup- 
plies or services and to the methods of manufacture or of performance. 

9-303 Supply Contracts Between the Government and Second Sources. In 
negotiating contract prices with a second source, including the redetermination of 
contract prices, or in determining the allowability of costs under a cost-reim- 
pursement type contract with a second source, the contracting officer— 

(i) shall obtain from the second source a detailed statement of royalties, 
license fees, or other compensation paid or to be paid to a primary source 
(or any of his subcontractors) for patent rights, rights in data, and other 
technical assistance provided to the second source, including identification 
and description of such patents, data and technical assistance; and 

(ii) shall not accept or allow charges which in effect are (A) for royalties 
or amortizatiton for patents or inventions in which the Government holds a 
royalty-free license, or (B) for data which the Government has a right to 
possess, ‘use, and disclose to others, or (C) for any technical assistance pro- 
vided to the second source for which the Government has paid under a con- 
tract between the Government and a primary source. 


9-304 Foreign License and Technical Assistance Agreements Between 
Domestic Concern and Foreign Government or Concern. 


9-304.1 International Traffic in Arms Regulations. Pursuant to Section 414 
of the Mutual Security Act of 1954, as amended (22 U.S.C. 1934), the Department 
of State controls the exportation of data relating to articles designated in the 
United States Munitions List as arms, ammunition, or munitions of war. (The 
Munitions List and pertinent procedures are set forth in the International Traffic 
in Arms Regulations, 22 Code Fed. Regs. 121 et seq.) Before authorizing such 
exportation, the Department of State generally requests comments from the De- 
partment of Defense. Each Military Department will, on request of the Office 
of the Assistant Secretary of Defense (International Security Affairs), submit 
comments thereon as the basis for a Department of Defense reply to the Depart- 
ment of State. Such comments will be prepared in the light of the following ex- 
cerpt from the International Traffic in Arms Regulations. 


Sec. 124.3 REQUIRED PROVISIONS IN AGREEMENTS 


(a) Proposed technical assistance or manufacturing license agreements which may 
involve the transfer or interchange of technical data (see sections 121.8 and 121.9 of this 
chapter) should set out in detail the terms and conditionso f such transfer or interchange 
and define in precise terms the following : 

(1) The equipment and technology involved. 

(2) The seope of the information to be furnished. 
(3) The period of duration of the agreement. 

(4) Statement of ownership. 

(b) It is the general policy of the United States Government not to pay in connection 
with its purchases, or allow to be paid in connection with purchases made with Mutual 
Security Program funds, a charge for patent rights in which it holds a royalty-free 
license, or for technical data which it has a right to use and disclose to others for 
Purposes of the Mutual Security Program, or which is in the public domain, or with 
respect to which it has been placed in possession without restriction upon its use and 
disclosure to others. Reasonable charges for reproduction, handling, mailing, and other 
similar administrative costs do not fall within this policy. 

Pursuant to the above policy, agreements generally will not be approved uniess written 
n such a way that (1) purchases of items by or for the United States Government, or 
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with funds derived through the Mutual Security Program, will not include a charge (a) 
for technical data in the possession of the United States Government, or in which the 
United States Government has a right to possession, and regarding which there is no 
prohibition against use by the United States Government and disclosure to others and 
(b) for royalties or amortization for patents or inventions in which the United States 
Government holds a royalty-free license; and (2) the license rights transferred by such 
agreements will be subject to existing rights of the United States Government. 

9.304.2 Review of Agreements. 

(a) In reviewing foreign license and technical assistance agreements between 
domestic concerns and foreign governments or concerns, the Military Depart- 
ment concerned shall, insofar as its interests are involved, indicate whether the 
agreement meets the requirements of Section 124.3 of the International Traffic 
in Arms Regulations (ASPR 9—-304.1) or in what respects it is deficient. Para- 
graphs (b) through (g) below provide general guidance for such review. 

(b) Where it is not reasonably anticipated that the Government will purchase 
from the second source the supplies or services involved in the agreement or that 
Mutual Security Program funds will be provided for the purchase of the supplies 
or services: 

(1) it may suffice to fulfill the requirements of Section 124.3(b), quoted 
above, so far as the Department of Defense is concerned, if : 
(i) the agreement is so written that: 

(A) the second source is required to advise the primary source when 
it has knowledge of any purchase made by or to be made from it by or 
for the Government or with funds derived through the Mutual Security 
Program or otherwise through the Government; and 

(B) the second source agrees in the event of any such purchase to 
reflect in the purchase price of the article or service any reduction in 
the charges specified in the agreement, which is made by the primary 
source in respect to such purchase; and 

(ii) the primary source agrees with the Government that upon advice 
to him from the second source, or from the Government or otherwise, as to 
any such purchase or prospective purchase, he will negotiate with the De- 
partment concerned an appropriate reduction in his charges to the second 
source in recognition of any Government rights in patents or data. 

(2) If the agreement provides that no charge is being made to the second 
source for data or patent rights in which the Government has rights, or that 
no charge is being made to the extent of the Government’s right, the Depart- 
ment should : 

(i) before indicating its approval, evaluate the acceptability of such 
provision, or 

(ii) explicitly condition its approval on the right to evaluate the accepta- 
bility of such provision at a later appropriate time. 

(c) Where it is reasonably anticipated that the Department will procure 
from the second source supplies or services involved in the agreement, or that 
Mutual Security Program funds will be provided for the procurement of the 
supplies or services: 

(1) If the agreement specifies a reduction in charges thereunder, with re 
spect to purchases by or for the Government or by others with funds derived 
through the Mutual Security Program or otherwise through the Government, 
in recognition of the Government’s rights in patents and data, the Department 
should, before indicating its approval, evaluate the amount of the reduction to 
determine whether it is fair and reasonable in the circumstances. 

(2) If the agreement does not specify any such reduction in charges or 
otherwise fails to give recognition to the Government’s rights in the patents or 
data involved, a recommendation should be made, as a condition to approval, 
that the agreement be amended to reflect a reduction acceptable to the Govern- 
ment in any charge thereunder with respect to purchases made by or for the 
Government or by others with funds derived through the Mutual Security 
Program or otherwise through the Government, in accordance with Section 
124.3(b), quoted above. 

(3) If the agreement provides that no charge is being made to the second 
source for data or patent rights in which the Government has rights, or that no 
charge is being made to the extent of the United States’ rights, the Department 
should, before indicating its approval, evaluate the acceptability of such 
provision. 

(4) If time or circumstances do not permit the evaluation of the reduc- 
tion in charges provided for in the agreement as called for in (1) above, or the 
specifying of such a reduction as called for in (2) above, or the evaluation of 
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the provision that no charge is made as called for in (3) above, the guidance in 
(b) above may be followed. 

(d) Where there is a technical assistance contract between the primary 
source and the Government related to the separate agreement between the 
primary and second sources that is under review, such separate agreement 
should reflect the arrangements contemplated with respect thereto by the Gov- 
ernment’s technical assistance contract. 

(e) Every agreement should provide that any license rights transferred by 
the agreement are subject to existing rights of the Government. 

(f) In connection with every agreement within (c) above, a request should 
be made to the primary source to identify the patents, data, and other technical 
assistance to be provided to the second source by the primary source or any 
of his subcontractors; to identify any such patents and data in which, to the 
knowledge of the primary source, the Government may have rights; and to 
segregate the charges made to the second source for each such category or 
item of patents, data, and other technical assistance. Reviewing personnel 
will verify or obtain such information from Governmental sources so far as 
practicable. 

(g) The Department concerned should make clear that its approval of any 
agreement does not necessarily recognize the propriety of the charge or the 
amount thereof or constitute approval of any of the business arrangements in 
the agreement, unless the Department intends by its approval to commit itself 
to the fairness and reasonableness of a particular charge or charges. In any 
event, such a disclaimer should be made to charges or business terms not 
affecting either the Government or any purchase made with funds derived 
through the Mutual Security Program or otherwise through the Government. 


Mr. McInarnay. On page 19 of the presentation, you say: 


Experience has shown that when a part other than the original is substituted, 
even though the substituted part appears to be the equivalent of the original, 
there is a possibility that the end item of equipment will not perform as required. 

I assume here that there is always that possibility, but you mean 
because 

Mr. McGuire. Some of these things are almost match units. They 
have got to match into one another in order to work and perform. 

Mr. McInarnay. Then just before that you say, as we have heard 
very often in this committee, words like “advanced technology” and 
words to that effect. 

Mr. McGutre. It covers a multitude of sins. 

Mr. McInarnay. You say there is dependency often between items 
in these advance technical items. Then you go on to say that the 
exact nature of this dependency may not be known. 

I would agree that I as a lawyer would not know it, but I am just 
wondering if your engineers might not recognize these hidden factors. 

Mr. Bannerman. I think that this is a field in which we certainly 
would be unwise to generalize. 

There is not any question but what as you move into these advanced 
technologies, you run into situations where our engineers don’t know 
the relationship either. 

They know that in this situation the total equipment works, you 
substitute somebody else’s part and it doesn’t work. 

We may not know why and there may be a variety of reasons why. 

It may take a good long while to find out. That is, I think, really 
all we are trying to say in that section you refer to. ; 

Mr. McInarnay. Then you go on in discussing these items and 
their critical nature and say : 





It would be unwise for the Department of Defense in those instances to pur- 
chase from firms other than the origina] manufacturer of the end item, his 
suppliers or other reliable sources, known to be capable of producing the parts. 
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I think that this is the whole point, especially in the spare-parts 
area, that if we can get those three categories, I think the committee 
would be very happy. We would not expect you to purchase from 
unreliable firms. 

Mr. McGuire. What we are in effect trying to tell you is that as 
fast as you can find out that there are people beyond the original 
suppliers who have a proven reliability, you should utilize them. 

Mr. McInarnay. Then you go on to say after you said the original 
manufacturer and his suppliers or other reliable sources, then you 
speak of an exception to this. Would you ever have an exception to 
purchasing from one of those three categories ? 

Mr. BANNERMAN. Let me say we have, as you know, a new specifica- 
tion out, MIL D-70327, which for the first time gives us or assures that 
we get information with respect to the vendors of parts which went 
into the end equipment. 

In other words, the manufacturer of the end equipment has to tell 
us now where he got the parts, if he did not make them himself. 

Hence we have an input of new information. If company A bought 
a valve cap from company B, then we know that, and we know cer- 
tainly that company B is ec: rpable of making a valve cap as a spare part 
for company A’s engine. 

Now we may also find out that company A in developing this engine 
has been able to get several suppliers fully qualified to make these 
items, in which case we feel that all of those should be available to us, 
and that is what we were talking about when we referred to other 
reliable sources known to be -apable of producing the part. 

We are not suggesting at this stage of the game with respect to 
critical parts, as for instance a jet engine part, that we ought to be 
buying competitively from unproven sources, although there may be 
parts that are not critical that can be bought that way. 

Mr. McInarnay. What was the purpose of drawing up 70327? 

Mr. BannerMAN. Principally I think to assure a uniformity of ap- 
proach throughout the Department of Defense, and hence, throughout 
a large segment of industry, in preparing various data or drawing 
requirements, so that if one service asked for drawings under certain 
circumstances and another also did, they would get drawi ings made up 
to the same basic specifications. 

Mr. McInarnay. Looking asan end result toward competition, other 
sources / 

Mr. BannerRMAN. I would say certainly this was considered a sig- 
nificant part of it, but was not by any means the total end result sought 

to be accomplished. There is a great deal of value in having an uni- 
form drawing specification. For instance, some of these problems 
that we have had with respect to managing our drawings. I think 
might have been a great deal simpler if we hs 1d a uniform ty pe of draw- 
ing in the first instance. But where we have obtained equipment from 
100 companies, and wind up with 100 different kinds of drawings, it 
adds to the difficulty and complexity of managing the drawings. “And 
I would suspect. also tends to produce an input of drawings: that are 
not satisfactory in some cases. 

Mr. McGuire. We think that this identification, I am sure you will 

agree, of these items in the drawings is a very important step in the 
general field we are talking about. 
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Mr. McInarnay. And one of its primary purposes is to have other 
sources available, to have the data in such form 

Mr. McGuire. On this I can speak with some authority, yes. 

I insist that it be in there. 

Mr. McInarnay. And to give competition. 

Mr. McGuire. That is right. 

Mr. McInarnay. Well, it isa little bit discouraging to the committee 
to see the statement that after all the work and time and effort that 
the Defense Department has put into this, to see a statement that this 
may or may not produce competition. 

Mr. BANNERMAN. We are talking to the point that I mentioned, that 
this specification will assure us that we get identification of the vendor 
who sold the part to the end equipment manufacturer. 

Now if we find out that there is a single vendor, company B, in the 
example I gave before, and ther after we have to buy this critical 
part, company B would be our supplier. 

We would be advising, and avoiding an unnecessary markup on the 
price of that part, but if company B is the only vendor, we are not 
creating competition thereby and I think this should be understood. 

Mr. McInarnay. In the long run you hope that it does. 

Mr. BannerMAN. We hope that this specification gives us a great 
deal more information that will be useful in creating competition. 

But it will not do it all by itself. 

Mr. McGuire. I would think the mere fact that it breaks the thing 
out so you can identify the item, and can find out who makes it and 
so forth has many advantages that in the long run may accrue to this 
general point. ; 

Mr. McInarnay. Are architectural and engineering services au- 
thorized in a section of the law other than title 10, section 23804(a) (17) ? 

Mr. BannerMan. I don’t know of any specific section of the law that 
authorizes such services though there may be one. I am not familiar 
with it. I am told, Mr. McInarnay, that the Armed Services Pro- 
curement Act does contain within it a limitation on the fees which we 
may pay for architectural engineering services. 

Mr. McInarnay. In discussion of exception 17 before the Armed 
Services Committee you cite the Architectural or Engineering Services 
Act of April 25, 1939. 

Mr. McGuire. The reason we don’t really know the answer to this, 
this is I am told, in the construction area, which I don’t have anything 
todo with, Mr. McInarnay. 

I think we had better get the answer to this for you? 

Mr. McInarnay. Is it your understanding, Mr. Bannerman, that 
architectural and engineering services are only to be procured under 
exception 17 ? 

Mr. Bannerman. No, I think that they are occasionally obtained 
under this personal and professional services authority which I 
believe is exception 4. Certainly exception 4 is available for that 
purpose.” 

Mr. McInarnay. With the first groups of witnesses the day before 
yesterday, we had a discussion about the negotiation of an item the 
Navy procures, the nomenclature of which is PDR 27J. It was 








‘To be supplied by Department of Defense. 
*See excerpts from Procurement Study, exhibit XXXI, attachment IIT, p. 342. 
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purchased back in January of 1957. We were supplied by the Navy 
with a history of the negotiation procedure in that award. It showed 
that there were about 35 bidders. The low bidder had a satisfactory 
dissertation and a bid of $644,000. 

The seventh low bidder submitted an alternate technical dissertation 
with no quotation. The Navy asked for a quotation from that bidder. 
He came in at $640,804, I believe. Thereupon the contracting officials 
went back to the low bidder and said: “Now we have given another 
bidder an opportunity to correct his bid and we will give you an 
opportunity to do the same thing.” And he changed his bid by $640, 
so that the successful award was $640,240, I believe. Now, is this a 
typical negotiation procedure ? 

Mr. BannerMAN. I look to Mr. Milne to answer that. 

Mr. Mitne. I am not personally familiar with the case you are 
citing, but I would not say it is typical. I don’t know whether any 
of the people here were in on it. 

Mr. Jornnson. I think it is very typical in one respect. That if you 
have a negotiation you must give all the companies a chance to negoti- 
ate. If you give one company a chance to negotiate you have to give 
the others a chance to negotiate. It is very typical in that respect. 

Senator WinuiaMs. Isn't there another point here though? Didn't 
the seventh bidder have an advantage that the others did not? He 
did not quote a price. Of course that is not your point, but it is another 
problem that I see in that example. 

Mr. BANNERMAN. It certainly is our practice, whenever we offer an 
opportunity to—to requote as a result of face-to-face negotiations, to 
offer the same opportunity to all, and usually at a date certain. 

Mr. McGutre. I think it is almost mandator y in negotiating a con- 
tract with two or three firms that in consideration of offering one 
point, say an extension of time, you have to almost mandatorily offer 
the same thing to the other firms. 

Mr. McInarnay. In your experience in the contracting field, is it 
reasonable to assume, on a contract for almost three- -quarters of a 
million dollars, that without any additional information a bidder gets 
an opportunity to change his bid and will reduce it by only $640? 

Mr. McGuire. I just don’t know enough about the situation you are 
talking about to answer that intelligently. 

If you are asking me should he have reduced it $6,000, well, it 
depends what they were trying to straighten out. 

I gather from trying to listen to this, I am not familiar with the 
transaction, that it appears to you that somebody was following the 
leader. 

Mr. McInarnay. It would be reasonable to assume that they were 
getting two bites at the apple that Mr. Bannerman warned against in 
making his presentation before the Armed Services Committee, and 
that they had a target they were shooting at. 

I think the whole point here is that it might be worthwhile trying 
to tighten up as much as possible. 

Mr. McGutre. I know we have, and I can’t recall the exact way 
we handled it, a couple of years ago we had what was almost in 
effect an auction type of procedure going on. 

This is not good for us, neither is it proper, and we took steps to 


stop that type of procedure. 
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Mr. BANNERMAN. We do have in the regulation at present a rather 
strict prohibition, I won’t say rather strict, a strict prohibition against 
the revealing of one person’s proposal to others during the course of 
a negotiation, so that if there has been any leak of such information, 
it would certainly be contrary tothe regulations. 

Senator Witi1aAmMs. What was the word you used, to describe what 
might be—— 

Mr. McGuire. Auction. 

Senator WitiiaMs. Is this the kind of case you mean? 

There was an advertisement—I just learned of this example—of a 
rather sizable quantity of markers for graves to be furnished within 
30 day s. The low bidder wasa lar ee concern. 

The next bidder was a small concern. The difference was, however, 
that the small concern had said it would be able to supply within 
the 30 days and the large concern requested 90 days, changing the 
advertisement to that extent. Then, whichever department it was, 
gave the low bidder an opportunity to meet the price, but it could 
not meet the price even though it had met the spec ‘ifications of 30 days. 
Now this looks somewhat like the auction situation. 

Mr. Miine. We get cases, Mr. Chairman, where we get identical 
bids or where we know that the bids are too high and there is a possi- 
bility that there may be collusion. 

We then think it is perfectly proper to get them all in and say, 
“Now, look, we are not interested in identical bids. If you want to 
come in with something that makes sense, come back.” 

But the rule is that they must talk to all of them, not just one. 

Senator WitutaMs. T hey must what ? 

Mr. Minne. They must talk to all, not single out one. 

Mr. McGuire. It so happens that we have with us here this after- 
noon Mr. Robertson, who is familiar with this ease. 

Senator WitiraMs. I don’t think I stated it exactly as it was given 
to me. 

Mr. Rosertson. Mr. Chairman, it was a negotiation at that point, 
negotiation with the parties, and a happened, as I understand it, 

was that the low bidder had put a caveat in his proposal that he have 
an extension of time. He could get the price down lower with addi- 
tional time, and then the contracting office simply took that into con- 
sideration and asked other bidders, including the second low bidder, 
if he could in that kind of time get his price down also, and he said 
he could not. 

Mr. McGutre. In answer to your original question, I would not 
term this an auction. It seems to me that this was presuming that 
if the buyer could accept the 90 days, he would be able to buy at lower 
prices. It was prudent to have both people talking in the same ball 
park, and then if they wanted to accept the longer delivery they were 
all right. If they did not want to, that was all right, too. 

Senator Win. ims. There I suppose you thought in terms of rene- 
gotiating the time that you needed within which you wanted to have 
the j item. 

Mr. McGutre. In military or in commercial contracting, I would 


go back and take a hard look at this time factor and find out if it was 
mandatory. 
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Mr. McInarnay. Mr. Secretary, do you think that all offerors 
should, when they submit proposals and quotations to the Govern. 
ment, include the most favorable terms possible ? 

Mr. McGuire. I certainly do, and as a matter of fact we have taken 
a step in ASPR in this respect, particularly in the area where we have 
had some problems that were brought out by the General Accounting 
Office, where apparently up-to-date pricing data was not included, 
We now require a certification that it be part of the transaction, 
There is a criminal liability involved, and a liability involved in the 
certification. 

Is that the point you are making ¢ 

Mr. McInarnay. That is part of it. Suppose you have an occasion 
when for one reason or another you do not plan to negotiate with the 
companies on their proposals or on their quotations? In light of the 
fact that they should be submitting the best possible ones to begin with, 
do you feel there is any need to warn them that you don’t plan to 
negotiate with them ? 

Mr. McGutre. Well, we have done that I believe. 

Mr. BannermMan. The regulations require that at the present time, 
as you know, where there is some likelihood that the award will be 
made without actual direct negotiation. 

Mr. McInarnay. That is the point I was getting at. ASPR 3- 
805.1(b) provides just such a notification. Iam wondering why is this 
necessary when these contractors are supposed to be submitting the 
best proposals anyhow ¢ 

Mr. BANNERMAN. This may be an overresponse to a congressional 
suggestion. 

The procedure without this warning, which we had thought was 
adequate to give us the same assurance, was rather severely criticized 
a couple of years ago, so we added the warning. We think the warn- 
ing may be useful in some cases. 

Mr. Jounson. Actually we have got a GAO ruling that affects this 
to some extent, which is that in negotiated procurement that any one 
of the offerors can put in a revised proposal up until the minute the 
contract is signed, so it is pretty hard to warn anybody of anything. 

Mr. McInarnay. You say you have a regulation which allows—— 

Mr. Jounson. I say we havea GAO ruling on this. 

Mr. McInarnay. Which permits them to put in a late bid. 

Mr. Jonunson. They can change their offer up to the last minute that 
the contract is signed if they want to. 

Mr. McInarnay. Your regulation says that on negotiated contracts 
late proposals may be considered, but if there are also timely proposals, 
all must be resolicited. 

Mr. BANNERMAN. That is correct. 

Mr. McInarnay. Something is in conflict with each other there, 
isn’t it ? 

Mr. BannerMan. In a competitive negotiation, it is essential that 
we cut this thing off at some stage of the game, and the regulation so 
provides. I must say that I am unaware of the decision Mr. John- 
son refers to. 

We will get together also on this and see how it affects our regula- 
tion. 





— — ge Sin ee Bed 


a TK, 


= + 





2 co eK 


~~ 


AS 


“dl 


‘1s 
ne 
he 


re, 
at 


in- 


la- 


GOVERNMENT PROCUREMENT 





1960 295 


(Information subsequently supplied by Assistant Secretary of De- 
fense G. C. Bannerman, follows: ) 


Exurit XXIX 


OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE, 
Washington, D.C., April 18, 1960. 
Hon. GEORGE A. SMATHERS, 
Chairman, Subcommittee on Procurement, 
Select Committee on Small Business, 
U.S. Senate. 

DeaR Mr. CHAIRMAN: During the hearings of the subcommittee on April 7, 
1960, Secretary Johnson referred to certain rulings of the Comptroller General 
pertaining to the receipt of late proposals. We were not able immediately to recall 
these cases and indicated we would study them and respond further. 


The cases in question are B-118825, November 19, 1959, involving H. & H. 
Screw Products, Inc., and unnumbered case, February 18, 1957, involving the 
Wilkinson Manufacturing Co. In these cases, the Comptroller General ruled 
that proposals received by the Government after the date specified for receipt 
by the contracting officer, but before award was made, should be considered. 

The present provisions ‘of ASPR 3-804.2 are in complete conformity with these 
cases. 

Sincerely yours, 
G. C. BANNERMAN, 
Director for Procurement Policy. 

Mr. McInarnay. ASPR starts off by saying that it is designed to 
achieve maximum uniformity throughout the Department of Defense. 

Hence implementation of this regulation by the military depart- 
ments should be kept to a minimum. 

Mr. Duncan supplied us with the pages in the three department 
regulations. The Air Force has 2,115, the Navy procurement direc- 
tives have 377, the Army procurement procedures have 550. 

You find all sorts of instructions and letters. You find procure- 
ment regulations in the military department regulations apart from 
their procurement regulations. You find the technical services, the 
Bureaus, the various ¢ ‘ommands and areas issue their own procurement 
directives and instructions. Then when you get down to the instal- 
lations they have their standard operating procedures. Doesn’t it 
appear to you that this particular paragraph at least at this point 
has not been too meaningful ? 

Mr. McGuire. I think you have got to go back and review the his- 
tory of ASPR, how it was developed and the fact is that ASPR is 
the only document of its type I believe in the world that brings all 
of these things together. 

We are not fully satisfied, and we are reviewing ASPR and re- 
fining it; we are trying to limit the amount of supplementation that 
has taken place. 

We will never stop all of it because from a practical point of view 
there are certain areas where it has to be supplemented due to the dif- 
ferences in the services that are peculiar to it, but we are now review- 
ing the implementations. I would point out to you also that in these 
various service regulations there are some items which are not in 
ASPR. 

These items may not affect any other service area. As we come 
across those we are trying to see whether they should be incorporated 


in ASPR. 
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We are also trying to drop out the needless repetition of a quotation 
by referring back to ASPR, thus making ASPR the prime document 
in the field. It is going to be a long process, 

Mr. Bannerman. I would like to say, just adding to that, we are 
making a study all the time. We are unaware of any circumstances 
wherein any of these subordinate regulations are in any sense 
inconsistent. 

Mr. McGutre. Or contradictory. 

Mr. BANNERMAN. The fact of the matter is if you are buying milk 
in one office and missiles in another, you prob: ably need some different 
internal procedures quite apart from the polici ies as covered in ASPR, 

Mr. McGuire. What Mr. Bannerman says is true. We are trying 
to be sure that there is a positive requirement of these individual 
procedures rather than just a service that says “I would like to have 
my own regulation.” And the service Secretaries are behind this 
100 percent to cut this down. 

Mr. McInarnay. You say that these regulations are not consistent 
and I don’t know enough about it. 

Mr. McGuire. I said not inconsistent. 

Mr. McIwnarnay. Not inconsistent. However, I just wonder 
whether the Air Force in reporting over $2 billion, I think, in modifi- 
‘ations in the final quarter of fiscal year 1959, was following the 
same procedures in reporting the same actions and modifications that 
the other services used when they reported far less than this. 

Mr. Bannerman. I think the procedures that they were following, 
are the same as those being followed in the reporting in the other 
services. 

I think perhaps they have some differences in their basic funding 
methods which leads to this difference in dollars. But I don’t think 
there are any differences in the reporting system. 

In fact I am quite sure of that. 

Mr. McInarnay. We have questioned the operating witnesses the 
last 8 days about getting bids out on a timely basis, IF B’s and RFP's 
out on a timely basis. ASPR requires that they get out within a 
reasonable time. And most of the witnesses have said that they 
follow the regulations. 

However, Mr. Peirez cited an instance where he got his proposal, 
his RFP, on Monday and the proposal was due Friday. 

Now we hear this often, that the bidders are not receiving these 
RFP’s, or bids, as the case may be, in a sufficient time before they are 
clue to give them what they need, compared with your proposal. 

I am just wondering if you might look into this and check your 
activities and see if this in truth is being complied with. 

Mr. McGuire. So far as I know it is being complied with. We 
will be glad to. 

I would be the first one to admit to you that you can pick up cases 
of this thing where this might happen. 

Mr. McInarnay. We discussed earlier the synopsis. Could you 
tell us approximately what percent of contract dollars are synopsized 
in the daily synopsis? 

I know that you have a new regulation but you have said it is going 
to increase your synopsis by about $3.6 billion, and that it is much 


broader than it used to be. 
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But how has it been running prior to this in terms of percent of 
dollars ¢ HL OT 94 

Mr. Rozertson. We have estimated it runs around $4 billion under 
our current procedures, not the new one. 

Mr. McINarnay. Under the current procedures it is $4 billion. 

Mr. Roperrson. So with the $4 billion now and the $3.6 billion 
additional we are looking forward to under the new regulation, it 
should run around $7.6 billion. 

We hope to see this volume publicized in the synopsis. 

Mr. McInarnay. I noted that the Attorney General in his report 
of November 9, 1959, page 40, is of the opinion that, with certain 
exceptions, solicitations are all synopsized, so that he has been, at 
least up to this point, under the wrong impression. 

Mr. BannerMAN. If you say with certain exceptions, he is not 
wrong. 

Mr. McInNarnay. We also heard a case where an IFB was dis- 
tributed and it required that the bidders or offerors would get their 
technical information from a competing company which held this 
information. 

Now this is certainly not the policy of the Department of Defense, 
is it, to ask bidders or to specify that the data upon which they will 
prepare their bid can be obtained at XYZ company, which also makes 
this item ¢ 

Mr. BANNERMAN. This certainly is not our policy. 

Mr. McGuire. I would say if 1 were the fellow I would send a biil 
to the Department of Defense for supplying the service. 

I have never heard of such a policy. 

Mr. McInarnay. If he did would you pay him? [Laughter.] 

Mr. McGuire. I have never seen any money over there. 

Mr. McInarnay. Do you require your R. & D. contractors to spe- 
cify any rights, patent, proprietary or otherwise, that they intend to 
claim on a contract 

In other words, do you do this prior to awarding the contract ? 

Mr. McGuire. Let me say this to you. That I think in essence, and 
Mr. Bannerman, who is much more of an expert in this field than I, 
may want to amplify this, that what we are saying when we go into 
a research and development contract, if we are buying this develop- 
ment, is that we want the patent rights. 

Now if there is in the supply contract some proprietary right or a 
patent or whatever you call it that we want for some reason, we ought 
to sit down and negotiate for it and buy it. 

We also tell him that if there is some involvement of this nature, 
he should make this known to the contracting officer. But regardless 
of any of these things, the final decision as to what we have a right 
to is spelled out in the body of the contract as an item. This is the 
controlling factor on it. 

Do you want to amplify that? I think this is very important to 
know regardless of any clause. 

Mr. Bannerman. Mr. McInarnay, our standard patent rights 
clauses, research and development contracts entitle us to a royalty- 
free nontransferable worldwide license to any invention developed 
under our contract. It does not entitle us to any rights on inven- 
tions which were patented prior to the date of our contract. If it 
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becomes necessary for us to acquire rights of that latter kind, we 
would have to negotiate separately to acquire them. 

Mr. McInarnay. Now the R. & D. contractor cannot claim any 
rights during the production or after the contract is produced that 
were not spelled out in the body of the contract, patent, proprietary 
or otherwise 4 

Mr. BaNNERMAN. Let’s talk about them one at a time. He gets 
patent rights to inventions that are developed during the course of ¢ our 
contract, and gives us a royalty-free license to such rights. He is 
required to make a complete revelation of all such cases during the 
course of that contract. If he failed to do so, this would be a breach 
of contract. 

Now with respect to data, there are certain reservations as you 
perhaps know on the data that he is required to give us under a 
research and development contract. 

We exclude from the requirements for data, data with respect to 
previously developed standard commercial articles. 

We also exclude from the necessity for furnishing us with pro- 
prietary data, data on other articles, other components which were 
developed prior to the date of the contract, and which had been sold 
prior to that time. As to those we don’t ask for the proprietary data. 
We get all data developed during our contract. 

Mr. McInarnay. So that the answer to the question at least as to 
proprietary rights is they get none except those that are in the 
contract ¢ 

Mr. BanNeRMAN. That is correct. 

Mr. McInarnay. Doesn’t the Department of Defense encourage 
unsolicited proposals for these technical problems ? 

Mr. Bannerman. Not only encourages them but we are getting 
them by the hundreds all the time, Mr. McInarnay; that is a pretty 
good source of input. 

Mr. McInarnay. What system of review do you have when a re- 
quirement comes up from someplace i in the Department of Defense? 
What sort of review procedure is set up to determine whether perhaps 
one of these unsolicited proposals that you have filed away embodies 
this concept ? 

Mr. McGuire. I think the military departments can tell you how 
they handle that individually. There is a great cross exchange of 
this information. 

Mr. Jounson. I don’t think I can answer that specifically. I do 
want to make one comment in relation to this, in order that the 
record may be completed, because I can’t give you this exactly. 

We have another GAO ruling that if we must have a patented item 
and we can’t get the patent, we just take it, and let the owner go to 
the courts for his recourse. Now this is a GAO ruling. 

Mr. Bannerman. I would like to take a whirl at your question on a 
rather general basis if I may. 

Each of the military departments has a whole corps of technicians 
in the various fields in which they are principally operating. I know 
more about some than others. But I do know that these technicians— 
for instance, the man in the Navy who is the expert in shipboard pumps 
knows precisely what the technology is in his specialty. If an un- 
solicited proposal for an improved type of pump were to come into him, 
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he would know right away, because of his background and knowledge 
of pumps, what data, what information, what dev elopments he had 
tucked away in the Navy’s portfolio of information of this kind. I 
am sure that each of the depar tments has the same type of an arrange- 
ment, so that their engineers know that with respect to such tec hnolo- 
gies. 

Mr. McGuire. I know this also: that when someone comes into our 
office with this type of thing—we had : a recent case on a medical inven- 
tion and we turned it over to > Dr. Berry’s office, who is in the medical end 
of the business, and his office arranged for a presentation to the three 
services on this item. 

We also turned these people over to Dr. York’s office, who have a 
contact with the three services. Some of these are very specialized 
areas. 

Mr. McInarnay. This is what used to be the Advanced Research 
Projects Agency ? 

Mr. McGutrr. No; I mean Dr. York’s office: Director of Defense Re- 
search and Engineering. The Advanced Research Projects Agency 
comes under him if this be the place where the project would eventually 
endup. I presume that is what it would do. 

Senator Wiiti1ams. Where would you recommend one of these in- 
dividuals go now ? 

Mr. McGutre. That would depend on what it was. 

Senator Wini1Ams. Something that is in the Navy’s area and that 
deals with underwater radar, where would you go? 

Mr. McGutre. If he came to me and it dealt with underwater radar 
I would send him over to the underwater radar problem area in the 
Navy. 

Senator Wirn1ams. Where would he go from there, Mr. Milne? 

Mr. Mitne. Well, if it were something to do with sonar, he should 
go tothe Bureau of Ships. If it were something of a general nature— 
say someone comes up with a new solid propellant, I ‘would think the 
place for him to start would be in Dr. York’s office, because that is 
something that might affect all three departments; and, of course, there 
is a great amount of interchange of information, much more than is 
generally realized between the services. For example, in solid pro- 
pellants the Polaris is the first large solid propellent missile. The 
Air Force has Minuteman coming ‘along. There is a complete ex- 
change of information between our Polaris g1 group and the Air Force’s 
ARDC or whatever you call it, ballistic missile division in the Air 
Force. 

Senator Wiiitams. You stated a nice ideal situation. We know of 
cases where they get lost in the switches somewhere. 

Mr. McGuire. I might make another suggestion. We get a num- 
ber of inquiries in my office of people who have something—who 
do they go to talk to—and Captain Robertson over here handles 
these and also Andy Duncan. A lot of them are in small business 
and we try to handwalk them and arrange to have them meet the 
appropriate people. 

Mr. Bannerman. There are similar organizations in each of the 
military departments too to assist such people. 

Mr. Minnn. Another place to go in the Navy would be in the Office 
of Naval Research if it were something merging on pure research and 
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he would send him to Ships or Weps or whoever would be most in- 
terested. 

The point is that we are holding some symposia. We had one in 
Chattanooga a few weeks ago and we had Vice Admiral Hayward, 
Deputy Chief of Naval Operations for Development, and Admiral 
Bennett, who is the Chief of Naval Research. We spent a whole 
day trying to dig up people with ideas in that area. 

We are doing that all over the country. 

Senator Wituiams. Mr. McInarnay ? 

Mr. McInarnay. Is the IDEP (the Internal Data Exchange Pro- 
gram) program the answer to the Department of Defense efforts to 
exchange technical information among the three military depart- 
ments ? 

Are you familiar with that? 

Mr. McGuire. I am not by that designation. I know that the 
services are exchanging this data. Do you recognize this? 

Mr. Duncan. No, I don’t. 

Mr. McGuire. Do you, Mr. Johnson ? 

Mr. Jounson. No, I don’t. 

Mr. McInarnay. The nomenclature was given to us by represent- 
atives of Redstone Arsenal. 

Mr. Jounson. What was the name of the program ? 

Mr. McInarnay. IDEP. 

Mr. McGuire. I can’t keep up with these nomenclatures they keep 
cranking out. 

Mr. Jounson. I think that is a local name but I don’t think that 
is the general name. 

Mr. McGuire. That may well be. 

In the missile field they have, for obvious reasons, a number of 
specialized programs where they are meeting back and forth with 
one another exchanging data. That may be in that area. 

Mr. McInarnay. Has this system of keeping abreast of what the 
other departments are doing, technically, been in effect for a good 
long time? 

Mr. McGuire. Yes, but I think there is improvement. More em- 
phasis has been put on it recently. 

Mr. McInarnay. A case was made known to me where a few 
years ago there was a proposal coming up in the Navy; it involved 
what they referred to as NR1 or NR2,a ground-based air-conditionin 
unit. The Navy was using a salt water cooling device which aaa 
Monel tubing. The Air Force, prior to this, had developed an air- 
cooled unit. As a result they were able to save about $1,500 a unit. 

This was brought to the Navy’s attention. The contracting officer 
in charge was asked if he would check with the Air Force and see if 
he could get this thing for $1,500 cheaper. Well, he refused to do 
this and the Navy continued to buy it, that type, for a couple of years 
after that. I think this probably cost the Navy an estimated quarter 
of a million dollars. 

Now I do not have it now but I would like to get the specific item 
involved and let Secretary Milne—I am sure this was probably before 
he took over this position—check it out and see if this is true. If it 
is true, and I think it is, perhaps we should tighten up this program 
of exchanging technical data between the services. 
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Mr. BANNERMAN. I can well understand how a case of that sort 
might occur, without commenting at the moment on the case, which I 
am unfamiliar with, but I do know that throughout the military de- 
partments I think there are literally hundreds of technical commit- 
tees who have specialties in one field or another who are constantly 
meeting and keeping others abreast of what is going on in each 
department. 

These people are technical experts. They are very good, and I think 
by and large this problem is not an important one. I shouldn’t say 
that, it is important, but not a large one in the total of our experience. 

Mr. McGuire. Mr. McInarnay, when we get that information 
could we also have the specifications and characteristics of the air- 
cooled item ? 

Mr. McInarnay. I think we can identify those. 

Mr. McGuire. My point here, I don’t know anything about the 
items, but you said that one was cooled with sea water, which leads me 
to believe that possibly it could be used at sea, under certain condi- 
tions, I don’t know. 

Mr. McInarnay. I don’t think so. 

Mr. McGuire. I just want to be sure we are both talking about the 
same thing when we compare it. 

Mr. Mitne. If you will give us some way that we can identify it. 

Mr. McGuire. We will be glad to look to it. 

Mr. McInarnay. Yes. Do you think that where an invitation re- 
quires a first article approval, and this fails to meet the tests required 
of it, that the Government should foot the bill for labor and, or 
material to correct the article. This is not on a cost-plus contract by 
the way. 

Mr. BANNERMAN. Yousay it is not on a cost plus. 

Mr. McInarnay. It is not. 

Mr. BannerMAN. I think you would find that the contractual situa- 
tion in most such contracts being of a fixed-price type would not have 
any provision in it for the Government to foot the bill for such addi- 
tional work. I would be surprised to see such a condition. I have 
never seen it. 

Mr. McInarnay. It is a little bit past history because within the 
past 2 weeks the Air Force has called them all back and changed it, 
but I would like to cite it for the record. 

Mobile Air Materiel Area, IF B 1-601-60-1601, says: 

In the event first articles reveal discrepancies from specification requirements 
or failures due to workmanship, material, or incomplete items, the contractor 
shall furnish any retrofit items required to correct all items delivered under this 
contract prior to first article approval. Any retrofit items required shall be 
furnished f.o.b. contractor’s plant at no cost to the Government. Installation 
costs shall be borne by the Government. 

_ When this was called to the Air Force’s attention, I might say, 
it Was very speedily corrected. 

Mr. Secretary, a week or so ago I requested a copy of the consoli- 
dated suspended bidders’ list from GSA which has authority to keep 
this list, and it shows that most of the companies are on that, list 
because they violated the Walsh-Healey Act or the Davis-Bacon Act 
or were guilty of fraud. Very few companies, particularly in the 
Department of Defense, were on that list for doing a sloppy job on 
a contract. 
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Now I am just wondering whether in order to increase the quality of 
your work it might not be a good idea sometimes to give a company a 
suspension of 6 months or so, if they do a very poor job on a contract? 

Mr. McGutre. Well, the basic principle i is that obv iously you are 
going to have to have some discipline in this area. This is really an 
operating question you are asking. What is your reaction to that? 

Mr. JOHNSON. I think you would have to say that that kind of a 
decision would be a matter of judgment, and I would hesitate very 
much to exercise that kind of judgment. That is a very serious thing 
to suspend a company now. 

If you have a tangible thing that they have done, which is contrary 
to their contractual arrangements or wrong or illegal or something, 
suspend them. But to say “Well, I think you have done a sloppy job 
and I am going to suspend you for 6 months,” no, I would be afraid 
of that. 

Mr. BANNERMAN. Those of us who have been in the actual procure- 
ment end of this business have many times felt quite sympathetic to 
the view you have just expressed. 

Mr. McInarnay. I am not taking that view. I am asking for your 
comments on it. 

Mr. Bannerman. I would like to have seen it happen on a number 
of occasions that I can recall, but by and large our counsel advised us, 
as Mr. Johnson has said, that this is a very serious step, one that should 
not be taken except after the clearest of proof, usually with hearing, 
and these cases are, as you say, relatively rare. 

Mr. Jounson. I think if we actually did that the first person on our 
doorstep would be the contractor’s Representative or Senator, or both. 

Senator Wituiams. You were not advancing that as an idea. 

Mr. McInarnay. No; perhaps I should repeat myself that I am 
only soliciting your comments on this proposal. 

Mr. Minne. We have various ways of disciplining contractors with- 
out necessarily blacklisting them. For example, we are tightening 
up on delinquencies of deliver y, and we are using various expedients, 
all legal, but we are finding them quite effective. 

Mr. McInarnay. What difference does it make whether under 
exception 14 there is a duplication of investment involved, if because 
of differences in overhead rates and the like another contractor might 
still be able to produce for the Government at less overall costs / 

Mr. McGutre. Generally, Jim, you were talking about that this 
morning. 

Mr. Bannerman. Yes. Exception 14 is used by us to cover pro- 
curements of very large, very complicated tec -hnical military supplies 
such as aircraft, missiles, tanks, radar, and the like. In these fields 
the Congress felt that where you have invested to establish an initial 
source of supply, perhaps millions, perhaps tens of millions of dollars, 
which would have to be duplicated. If you were to go to another 
source of supply, it would be just bad business to buy that kind of an 
item by formal advertising. The House Armed Services Committee 
explained the theory of this, very carefully and better than I have 
ever heard it explained at any other time, when it recommended the 
authorization of this exception back in 1947. I won't repeat it as it is 
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fairly long but it is a detailed explanation of exactly this point, the gist 

of which is that advertising would permit the man who was already 

the beneficiary of this heavy initial investment to vastly increase his 
rice and still be the low bidder. 

In these large procurements of this type, that is a very real problem. 
I point out that the exception also takes into account savings in time, 
and there would be great wastes of time potential if we were to adver- 
tise these procurements. 

Mr. McInarnay, do you think it would be useful for the record if 
we introduced this quotation from the House Armed Service Com- 
mittee / 

Mr. McGuire. Or let it be adopted by reference.’ 

Mr. BANNERMAN. I am sorry, it has been pointed out that it is 
already in your record so we won't need to repeat it here. 

Senator Wintiams. We are seeking ways to expedite the wind up of 
this. In the meantime while Mr. McInarnay is collecting his ques- 
tions, I might observe this has been a very unusual Senate hearing this 
afternoon. 

As far as I can see we have not developed any sharp clashes between 
the committee and you highly placed men in the executive branch from 
all the services. You have not argued with each other. I have not 
heard any of you even argue with the White House. 

It has been a very restful afternoon. It will never get in the papers 
that way. 

Mr. Mizner. Of course, it doesn’t hurt our feelings any, Senator. 

Senator Witii1aMs. I think we share a certain desire for anonymity 
also on such occasions. 

I wonder, Mr. Secretary, if it would be agreeable to you that we leave 
this record open and possibly present further questions in written form 
to you for written reply to complete our record ? 

Mr. McGuire. Senator, I think that would be fine. I would also 
like to ask your permission—these hearings have been rather long 
and extensive—if we could have permission, and certainly we would 
clear it with the committee’s staff, of filing any necessary additional 
data which would be helpful in amplifying any of the problems that 
have been raised over the course of the hearings. 

Senator Witirams. Fine. We won’t fix any time now. Perhaps we 
can do that informally with our members of the staff getting in touch 
with you and we certainly appreciate your full cooperation, 

Mr. Minne. We would like, Senator, if we might—I had a very brief 
statement as backup data which points to a question previously raised 
by the committee, if we could be permitted to put that in. 

Senator Witt1aMs. We will aaaeer to receive your statement for 
the record at this point and your letter of April 1, 1960, addressed to 
Senator Smathers, to which you have previously referred. We will 
also include Mr. McGuire’s prepared statement with accompanying 
exhibits and excerpts from the Procurement Study. 








* ed aa from Procurement Study, Senate Armed Services Subcommittee hearings,. 
pp. 842-870. 
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(The documents referred to follow :) 
Exuipir XXX 


Letter from Assistant Secretary of the Navy (Material) C. P, 
Milne, with accompanying tables. 


DEPARTMENT OF THE NAVY, 
OFFICE OF THE SECRETARY, 
Washington, April 1, 1960, 
Hon. GEORGE SMATHERS, 
Chairman, Subcommittee on Government Procurement, 
U.S. Senate, Washington, D.C. 

My Dear Mr. CHAIRMAN: My letter of March 11 enclosed an electrical account- 
ing machine listing of sole source procurements made by the Navy during the 
fourth quarter of fiscal year 1959; it also indicated that an analysis of the 
raw data contained therein would subsequently be furnished to your committee, 
The highlights of that analysis are summarized in the following paragraphs, and 
are presented in greater detail in the enclosed tables. 

Our analysis of the machine listing concerns itself primarily with the type of 
commodity or service procured, the negotiation authority utilized, the kind of 
procurement actions involved, and the relationship between prior competitive 
procurements and the current “sole source” contractor. All of these aspects have 
a direct bearing upon the extent to which we can employ competition in our 
negotiated procurements. 

As is recognized in the Armed Services Procurement Act, under certain cir- 
cumstances, good reasons exist for making many types of purchases from a sole 
source. Generally speaking, two major factors account for the bulk of such 
purchases: 

(a) For many end items and for many research projects, we have conducted 
a design competition or technical study to determine the best available product 
or source; naturally when we reach the production stage, it is generally in the 
best interest of the Government to place the contract for these items with the 
firm which won the original competition. 

(b) The contractual situation provides a second major reason for sole source 
buying. Whenever we —must make new arrangements affecting an existing con- 
tract, we obviously can deal only with the firm holding that contract. 

The four tables enclosed with this letter illustrate these and other reasons for 
using sole sources in making the purchases covered by the machine listing. 

Table I and IA indicate the dollar value and number of procurement actions 
within each major procurement program. Approximately 85 percent of the dollar 
value of the procurement actions in the machine listing represent contracts for 
research, development, and production of air frames, aircraft engines and spare 
parts, guided missiles, large combatant ships, and complex electronic equipment. 
These are areas where sources are limited because of the need for costly and 
specialized facilities, for personnel with unusual skills and experience, and for 
accelerated delivery requirements. 

Tables II and ITA show the negotiation authority cited for procurement actions 
within the various procurement programs. Four exceptions permitting negotia- 
tion under the Armed Services Procurement Act of 1947, as amended—10 U.S.C. 
2304(a) (10), (11), (12), and (14)—accounted for $1,594 million, or 95 percent 
of the total of $1,681 million reported in our machine listing for the fourth 
quarter of fiscal year 1959. 

Use of these four exceptions permitting negotiation can he further described 
as follows: Placements under 10 U.S.C. 2304(a) (14) accounted for 50 percent 
of the total shown on the machine listing, with the most significant portions being 
awarded under the aircraft (A1) and ships (A383) programs. Exception 10 
U.S.C. 2304(a) (14) is used for “technical or special property that the Secretary 
determines to require a substantial initial investment or an extended period 
of preparation for manufacture and for which ‘he determines that formal 
advertising and competitive bidding might require duplication of investment 
or preparation already made, or would unduly delay the procurement of that 
property.” This authority is frequently used when it is preferable to award 
the initial production contract, and in some instances successive contracts, to the 
development contractor and thereby insure the benefit to the Government of the 
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techniques, tooling, and equipment already acquired by the supplier, and/or 
avoid undue delay arising from a new supplier’s having to acquire such tech- 
niques, tooling, and equipment. Under these circumstances competition would 
often be detrimental to the best interests of the Government. Although our 
machine listing indicates that only one source was solicited, the successful con- 
tractor, in the initial procurement, has usually been selected on the basis of prior 
design or technical competition. When this authority for negotiation is used, the 
Navy attempts to obtain additional competition if there is available more than 
one qualified supplier possessing the requisite facilities, skills, personnel, and 
ability to meet all requrements of the procurement. 

Another 24 percent of the total was negotiated under 10 U.S.C. 2304(a) (10). 
Over two-thirds of this portion was for replacement spares, primarily associated 
with our aircraft and ships programs. These replacement spares were pro- 
eured from the original manufacturer or his supplier to insure the requisite safe, 
dependable, and effective operation of the equipment. Technical data available 
for that purpose were not adequate to insure that a part or component furnished 
by any other source of supply would perform the same function in the equipment 
as the part or component it was to replace. 

Of the 12 percent negotiated under 10 U.S.C. 2304(a) (11), over half was 
placed under the aircraft and electronics programs. Other significant place- 
ments were recorded under the guided missiles program and under basic research 
and development programs. This exception is used to negotiate contracts 
involving experimental, developmental, or research work. In order to achieve 
the highest degree of technological progress, when we award a research and 
development contract, it is our policy to consider those organizations which are 
the most competent technically in the specific field of science or technology 
involved. In order to minimize the preparation of technical proposals, which can 
be both costly and wasteful of scientific or engineering manpower, our contracting 
officers request proposals only from sources which have been technically eval- 
uated and found qualified to perform research and development in the specific 
field of science or technology involved. Where there is no substantial question 
as to the choice of the source, as where thorough technical search and evaluation 
find only one source to be fully qualified, solicitation may be limited to a single 
firm. Where several sources are found fully qualified technically, proposals are 
generally solicited from each such source. 

10 U.S.C. 2304(a) (12) (authority to negotiate classified contracts) accounted 
for 9 percent of the total. Practically all of these procurements were associated 
with the guided missile (Polaris) program. 

We have also analyzed the kinds of procurement actions in the machine 
listing. As was noted above, the dollar value of all procurement actions in the 
listing totaled $1,681,392,000. Of this total $543 million (32 percent) repre- 
sented definitive and letter contracts, $195 million (12 percent) reflected orders 
against indefinite quantity contracts, $328 million (20 percent) represented 
new contractual amendments, and $615 million (86 percent) represented modi- 
fications pursuant to existing contracts. These categories are explained below. 

The category “definite and letter contracts” includes obligations incurred 
at the time of reaching the original binding agreement with the contractor. 
A letter contract is a written preliminary contract which authorizes immediate 
commencement of manufacture of supplies or performance of services. It con- 
tains as many definitive contract provisions as possible. Letter contracts are 
used only when it is essential that the work be commenced immediately and time 
prevents the preparation of a definitive contract. Prior design or technical 
competition was a primary factor in the selection of most of the contractors 
awarded such definitive and letter contracts. 

Delivery orders represent shipping orders against existing indefinite quantity 
contracts. Almost all such orders listed are for replenishment spare parts, 
primarily in the aircraft program. Once the decision has been made that the 
Government's interest requires procurement of a replenishment part from 
the original manufacturer of the equipment, we may establish with that manu- 
facturer an indefinite quantity contract which provides that a stated minimum 
quantity of the replacement part shall be furnished under delivery orders. 
These delivery orders are then automatically recorded as a sole source statistic. 
As indicated previously, procurement of the replacement part solely from the 
prime contractor or his supplier is authorized only when procurement of such 
part on a competitive basis will not insure the safe and dependable operation 
of the equipment. 
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New contractual amendments include supplemental agreements or contract 
amendments for additional quantities or accessorial equipment not originally 
covered by the contracts. Such amendments are utilized in instances where 
the item can be procured only from the original source because of considerations 
of cost, know-how, specialized facilities and personnel, or time requirements, 
For example, such amendments might be utilized in procuring additiona] 
quantities of jet aircraft such as the McDonnell F—4H series. 

Modifications made pursuant to terms of existing contracts include increases 
or decreases of funds obligated in accordance with the provisions of such con- 
tracts. Examples of “modifications pursuant” are change orders, price redetermi- | 
nations, terminations, and conversions of letter contracts to definitive con- 
tracts. By their very nature, these modifications are applicable to and can be 
placed only with the existing contractor. 

Of the 5,563 procurement actions listed on our machine run, 1,618 were modi- 
fications pursuant to existing contracts, including 3809 credit actions repre 
senting deobligations of procurement funds amounting to approximately $74 
million; 1,173 were delivery orders; 2,226 were definitive and letter con- 
tracts, and 546 represented new contractual amendments. 

As was mentioned in the preceding paragraphs, much of the procurement re- 
ported as negotiated with one source is in fact directly related to prior com- 
petitive procurement. In order to measure the extent of such competition, the 
Navy some time ago completed a study based on a comprehensive sampling of 
major procurement actions negotiated with a sole source during fiscal year 
1959. That study indicated that more than 70 percent of the procurement 
dollars reported as being placed on a sole source basis had been awarded as the 
result of prior competitive situations, i.e., the contractor was selected for a | 
current production contract as the result of a prior evaluation of designs or 
technical proposals submitted by more than one company. This analysis of 
the procurements for the fourth quarter confirms the findings of that Navy | 
study for fiscal year 1959. 

I trust this analysis will be helpful to the committee. If the machine ru, 
or data drawn from it, is placed in the record, I suggest that this letter be 
incorporated with that basic raw data. If there is any further way I can be 
of assistance, please advise me. 

Sincerely yours, 


C. P. MILNE, 
Assistant Secretary of the Navy (Material). 
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PREPARED STATEMENT OF ASSISTANT SECRETARY OF THE NAVY (MATERIEL), 
C. P. MILNE 


Mr. Chairman, Thank you. I do have a short statement which I would like 
to make. 

This is, of course, the first day I have been asked to attend your hearings, but 
I have kept myself posted on each day’s sessions, with their emphasis on the 
fundamental problem you have investigated here—namely, the extent of com- 
petitive opportunity afforded to small business in Government procurement. I 
agree that this is the basic aspect of the small business program which the mili- 
tary departments should work on. 

In Senator Smathers’ letter of February 19 announcing this hearing, you 
indicated your receptiveness to any statements on our policy or regulations which 
we might wish to offer. I have here a response to this suggestion which I submit 
for the record. It provides you with copies of several documents issued by the 
Navy which have competitive opportunity for small business as their main 
theme. Some of these documents your committee has seen before ; some are new. 

It is not a coincidence that they stress the same basic purpose as this hearing. 
In our report to you of November 19, 1959, we discussed this in considerable 
detail. We there described the five current main points of emphasis in our 
small business program by which we are constantly seeking to enhance com- 
petitive opportunity for small business. These five points are: 

(a) Increased breakout from large procurements of portions susceptible 
to small business competition. This is discussed in detail in my separate 
letter to you of April 1, a copy of which I now submit for the record. (See 
exhibit XXX, p. 304.) 

(b) Increased availability of technical data for competitive procurement. 

(c) Increased advance publicity on proposed procurements. 

(d) Increased use of symposia to inform small business of our research 
and development needs. 

(e) Increased competitive opportunity to small business through our major 
prime contractors’ subcontracting. 

We have been working hard on these five points. There are many practical 
considerations which prevent their complete realization and about which you 
have heard at this hearing. 

These are factors adversely affecting small business which the military depart- 
ments cannot control. One, of course, is the changing nature of our defense 
requirements, the increasing technicality and size of our weapons. You are 
familiar with this problem and I won’t dwell on it except to make two points: 

(a) By measures such as the five I mentioned, we are trying to increase the use 
of small business where it has the potential. In fact, the Navy is now making 
to small business many awards for items that formerly went to big buisness. 

(b) Success in the competitive effort of small companies within their potential 
for defense business is more than offset by their overall decline in potential. 
Whereas the small business share of the Navy dollar appropriated for supplies 
and services at prime and subcontract levels has formerly been estimated for you 
at about 40 percent or a little more, it is now estimated at about 35 percent. 

The other factor affecting small business statistics and beyond the control of 
the military departments is the growing tendency of small business to merge 
with other business and to become large. We suspect that a significant portion 
of our awards which formerly went to independent small businesses now go to 
the large companies which have absorbed those small businesses. 

In spite of these facts, or rather because of them, the Navy now puts more 
effort into its small business program than ever before. Throughout our pro- 
curement organization, technical as well as purchase personnel give thought on 
each procurement as to what contribution small business can make. I have 
personally made it a point to talk frequently with my small business adviser, 
Captain Allis, and I regularly discuss small business problems with the Chief 
of Naval Material and the bureau chiefs. Periodically I review the status 
of the program by a memorandum to the bureau chiefs or call to their attention 
areas or measures were concentrated effort may bring improvement. On occasion 
the Chief of Naval Material and other senior Navy officials have joined with 
ine in. personally attending the industrial assistance exhibits and research and 
development symposia held throughout the country. We want to be sure that 
no practical effort is spared. 

We believe that the small business program means more competition and 
that competition generally produces sounder pricing and improved quality. 

54469—60 21 
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I heartily support this committee in its attention to this fundamental aspect 
of the small business problem. Thank you for this opportunity to say a few 
words about it. 


PREPARED STATEMENT OF HON. PERKINS MCGUIRE, ASSISTANT SECRETARY OF 
DEFENSE (SUPPLY AND LOGISTICS) 


Mr. Chairman and members of the committee, I appreciate the opportunity to 
appear before this committee in response to your invitation to discuss DOD 
procurement policies and practices and relate to you some of the actions 
completed by this Department in the procurement policy field during the past 
3 years. 

During this time, there have been many improvements made in our procurement 
policies and practices. We have simplified and speeded up our termination pro- 
cedures ; provided for single property administration of defense contracts within 
the plant of a contractor; developed, with other Government agencies, cost 
principles for cost-reimbursement type contracts with commercial organizations 
and with educational and nonprofit institutions: and published a new part of 
ASPR prescribing price negotiation policies and techniques. 

In addition to other subjects, the chairman, in a letter dated February 19, 
to each of the Materiel Secretaries of the military departments requested com- 
ments on the committee’s recommendations contained in Report No. 716, chapter 
IV, section C, except those numbered 1, 2, and 6. Inasmuch as most of these 
recommendations relate to matters of procurement policy under my jurisdiction, 
I will speak of our accomplishments with respect to each of your recommenda- 
tions except recommendation No. 8, which recommended the establishment of 
breakout committees. It will be answered by the military departments. 

Recommendation No. 38: “Informational bidding practices, by which it is 
alleged that prime contractors were proselyting technical information from 
subcontractors, should be thoroughly investigated by the Department of Defense 
and appropriate action taken to discourage such practices.” 

In the light of your recommendation, we asked the military department to 
investigate whether the above alleged practice is prevalent among our large 
prime contractors. 

Pursuant to this request the military departments, through a series of spot 
checks, canvassed their procurement and contract administration elements to 
seek instances of alleged proselyting of technical information. The depart- 
ments sought particular information of instances in which the prime contractor 
had produced inplant after having received technical information from outside 
sources. The military departments have reported that they uncovered no 
instances of proselyting technical information. 

The Air Force also investigated the case, covered in this committee’s hearings, 
involving the development and production of air-conditioner carts under the 
B-58 aircraft program. The Air Force reports that no evidence could be 
found that, in the development of the air-conditioner carts, the aircraft manu- 
facturer had pirated data from an air-conditioner specialty manufacturer. 

Representatives of the military departments are present to provide to the 
subcommittee whatever specific information the subcommittee may require. 

Recommendation No. 4: “ASPR should be modified to take a firmer position 
with respect to subcontracting requirements, particularly in light of weapon 
system buying. Reports furnished by the participating contractors should 
emanate from the purchasing offices of the corporation, rather than the disburs- 
ing offices. The make or buy structure furnished at the time of negotiations 
should be as firm as circumstances will permit and subsequent changes therein 
should be made only upon approval by the Government. Decisions to make 
components and other items inplant that were formerly subcontracted should 
be carefully scrutinized by the procuring activity. Especial attention should be 
given to prohibiting, except in the rarest of cases, prime contractors from making 
an item after having solicited subcontractor proposals. Compliance with DOD 
subeontracting program should be mandatory.” 

We have extensively revised, expanded, and strengthened our ASPR coverage 
of the subcontracting area by publishing, on October 1, 1959, an entirely new 
section entitled “Subcontracting Policies and Procedures.” This supplements 
ASPR 3-807.5 and includes detailed policies and procedures for the evaluation, 
review and approval of contractors’ “make or buy” programs, purchasing sys- 
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tems, and proposed subcontracts. I wish to introduce for the record at this 
point this new part 9 of section ITI of ASPR (attachment 1).' 
I should like to make a brief comment on each of these matters. 


(a) Make or buy program 


Under our new “make or buy” program we expect benefits derived from better 
control of such decisions and some assurance that small business will also bene- 
fit. “Make or buy” means the identification of the particular major components, 
assemblies, and parts of the end item which the prime contractor intends to 
make in his plant and those he intends to buy from subcontractors. When 
necessary to good pricing, as in contracts of large dollar volume or for complex 
work, the prospective contractor is required to submit his proposed “make or 
buy” plan plus sufficient information to permit the contracting officer to evaluate 
it in the light of how it affects the interests of the Government. This is done 
to assure: 

(i) Reasonable pricing results; 

(ii) Quality and technical performance ; 

(iii) Suitable limitations upon the furnishing of Government industrial 
facilities ; 

(iv) Achievement of proper small business and labor surplus area pro- 
grams; and 

(v) avoidance of a concentration, in the plant of the prime contractor, 
his affilitates, or favored subcontractors, of work which could best be per- 
formed by specialty or other subcontractors. 

After agreement is reached with the prospective contractor on the program, 
he is notified of its approval and of any requirement imposed by the contracting 
officer for further review during contract performance. Further, a clause is 
generally included in all such contracts requiring that the contractor obtain 
approval of the contracting officer for any change in the “make or buy” program. 
(b) Purchasing system 

We also have a new policy with respect to the purchasing system of the con- 
tractor as well as “make or buy.” Our new subcontracting policies and pro- 
cedures is our review of the effectiveness of the contractor’s purchasing system. 
How good a job does his purchasing department do? This is important, since 
so much work on our larger contracts is subcontracted. It appears that, on 
the average, between 45 and 60 percent of the dollars in our prime contracts 
are subcontracted. This includes all outside purchasing related to defense 
contracts. Our purpose in reviewing a purchasing system, therefore, is to deter- 
mine the degree of efficiency, the corrective action to be taken, and the extent 
of surveillance which the contracting officer should maintain over individual 
subcontracts. 

In appraising purchasing systems we look for such matters as the degree of 
competition normally obtained ; whether analysis is made of subcontractors’ price 
proposals; whether current, complete, and accurate cost and pricing data is 
obtained ; and whether appropriate consideration is given to our small business 
and surplus labor area programs. 


(c) Approval of subcontracts 

Here again we have new policy which pertains to review of proposed subcon- 
tracts. It is important to the control of subcontract costs during the perform- 
ance of certain types of contracts. Further, in the case of noncompetitively 
priced subcontracts exceeding $100,000 or in lesser amounts, as determined by 
the contracting official, the first-tier subcontractors are required to obtain, 
utilize, and certify to the prime that they have disclosed all available and 
current cost and pricing data relevant to the pricing of the subcontract. 

In passing on the reasonableness of costs and prices of proposed subcontracts 
a number of factors are considered: the extent of competition, including small 
business competition, obtained; if not competitive, whether cost breakdowns 
were secured and analyzed; and the type of contract proposed to be used. In 
short, the same standards and criteria used in pricing prime contracts apply to 
approval of individual subcontracts. 


(d) Mandatory small business subcontracting program 


Finally, under the heading of subcontracting requirements, I would like to 
state that our new policy in this area is to make our former voluntary small 
business subcontracting program mandatory. 





1 See exhibit XXXI, p. 320. 
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We now require each contractor receiving a contract in excess of $1 million, 
which offers the possibilities of substantial subcontracting, to establish and con- 
duct a “defense small business subcontracting program,” including the following: 

(i) Designate a small business liaison officer who will maintain liaison with 
the purchasing activity and SBA in small business matters; 

(ii) Assure that small business concerns will have an equitable opportunity 
to compete for subcontracts ; 

(iii) maintain records showing whether each prospective subcontractor is a 
small business concern ; 

(iv) inelude the “utilization of small business concerns” clause in subcon- 
tracts which offer substantial small business subcontracting opportunities ; 

(v) Require subcontractors having subcontracts in excess of $1 million to 
establish and conduct a “defense small business subcontracting program”; and 

(vi) Submit to the Government such information as is called for on sub- 
contracting to small business. 

This new policy should prove to be beneficial to small business by assuring 
that they will have an equitable opportunity to compete for subcontracts. 

Recommendation No. 5: “* * * If the military departments see the wisdom 
and necessity for this type procurement [weapon systems], the inconsistency of 
allowing the prime contractor substantially less fee for subcontracted work is 
apparent. * * * Because it is felt that small business subcontractors can offer 
correspondingly reduced costs, your committee would be in favor of Getermining 
the profit allowance to prime contractors for subcontracted work on the basis 
of their actual contribution to the performance of any subcontract.” 

We have covered this subject in ASPR 3-808. A relatively large amount of 
subcontracting does not necessarily result in a lower rate of profit or fee. Of 
primary importance is the degree to which subcontracting provides a_ better 
product and lower costs, with timely delivery, and the degree to which the con- 
tractor assumes managerial and engineering effort, responsibility, and risk for 
subcontracted work. In this connection, favorable consideration is given in de- 
termining the amount of profit or fee, in cases where a contractor is unusually 
effective in assisting small business and labor surplus area concerns. This is 
also new policy and it removes what may have been a disincentive to subcontract 
because of effect on fee or profit. 

Recommendation No. 7: ““Weapon-system contracting, in the absence of firm 
subcontracting laws and regulations, will continue to contribute to an unhealthy 
concentration in the defense industry. Much of the testimony of the witnesses 
supports the conclusion that the present trend toward concentration is a natural 
concomitant of the move away from direct Government purchasing into the sys- 
tems method, without adequate safeguards for potential subcontractors. 


* * * * * * * 


“Under weapon-system procurement, furthermore, large defense prime con- 
tractors have been delegated the responsibility for awarding billions of dollars 
in defense subcontracts. This authority has been granted up to the present 
time with no legislative supervision and with inadequate surveillance by the 
military services. The results have been a virtual elimination of small business 
from the role of prime contractor, together with a continuing reduction in sub- 
contracting opportunities for these firms. In view of these considerations, it is 
recommended by your committee that weapon-system procurement be modified, 
wherever possible, to allow for direct procurement of subsystems; that potential 
subcontractors be safeguarded by firmer laws and regulations; and that major 
items, subassemblies, components, and other parts of the system contract be 
competitively procured at the earliest possible time.” 

The answers to the above recommendations have been covered by my com- 
ments, on recommendation No. 4, describing our new subcontracting policies and 
procedures. The control of subcontracting will provide the safeguards desired 
for potential subcontractors. Additionally, with respect to direct procurement 
of subsystems we cannot make good policy to cover the many situations that 
can arise when the aim is to get complex weapons into the combat inventory in 
the least possible time. 


PRICE NEGOTIATION POLICIES AND TECHNIQUES 


In addition to the foregoing comments on the committee’s specific recom- 
mendations in your Report No. 716° of August 13, 1959, I would like to mention 


2S. Rept. 716, “Small Business Participation in Defense Subcontracting,’ 86th Cong. 
ist sess. wall 
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another area in which we have established firmer controls. This is in the pricing 
of our prime contracts. On February 1, 1957, we published in ASPR a new 
part 8 of section III setting forth policies and techniques for attaining our goal 
of procuring what we need from responsible sources at reasonable prices 
calculated to result in the lowest ultimate overall cost to the Government. | . 

During the past year, a complete reevaluation was undertaken of our pricing 
policies in order to improve the pricing not only of prime contracts but a greater 
control over the pricing of subcontracts. The results of this reevaluation were 
published as a revised part 8 on October 1, 1959. With the committee's permis- 
sion, I wish to introduce for the record at this point this latest revision of our 
pricing policies and techniques attachment II (see p. 826). ote 

This part sets forth the pricing tools we have, namely, the team of specialists 
available to advise and assist the contracting officer, the various types of contracts 
which have been made available under varying procurement situations, the ex- 
panded use of audit as a pricing aid, and the requirement for obtaining certified 
current, complete and accurate cost and pricing data. 

In the preceding part of my testimony, I have enumerated some of the im- 
portant areas where we have taken positive steps to strengten our policies and 
procedures. I would like now to address myself to a statement made in the 
chairman’s letter of February 19 to the Materiel Secretaries of the military 
departments informing them of these hearings. 

The chairman's letter indicates that the committee feels that this Department 
has failed in its commitments made to the Senate Armed Services Committee 
and to the Joint Economic Committee, to explain negotiation procedures utilized 
within the Department of Defense. We believe that we have fulfilled our com- 
mitments to those committees. The Procurement Subcommittee of the Senate 
Armed Services Committee has expressed their satisfaction with our presentation. 
The words of Senator Thurmond, chairman, are in pertinent part as follows: 

“T think these papers represent a commendable effort to reduce and compress 
a vast subject into a logical and understandable presentation. The subcom- 
mittee appreciates the work that was necessary to prepare the papers. 

Ea * * * * * * 

“Again I want to thank you and your associates for the splendid papers and 
the presentation that you make here.” 

As you know, we submitted a detailed presentation on this subject to the 
Senate Armed Services Committee and furnished, on request, a copy to the Joint 
Economic Committee. This study is contained in a print entitled “Procurement 
Study,” hearings before the Procurement Subcommittee of the Committee on 
Armed Services, U.S. Senate, part I.° 


CHAIRMAN’S LETTER OF FEBRUARY 26, 1960 


Mr. Chairman, in your letter of February 26, 1960,‘ to me, you stated one of 
the purposes of this hearing was to discuss DOD policies and the implementation 
of those policies relating to negotiated procurement and particularly to sole source 
negotiations. 

You further stated that the DOD procurement policies seem to conform gen- 
erally to congressional policy and to the intent of Congress when it enacted 
existing procurement legislation. On this basis I proceed on the assumption 
that the committee finds no special problem with the Armed Services Procurement 
Regulation. 

While the Congress has declared a preference for widest competition, it has 
always recognized that certain procurements are necessarily made on a sole 
source basis and has wisely provided legislation to meet such situations. We 
agree that where a potential for competition exists it should be exploited. 
However, there are many situations where this potential is absent, and pro- 
curement is limited to a single firm. Therefore, sole source procurements are 
not bad per se. Thus competitive procurement and sole source procurement each 
has its own niche in the procurement structure. We strive to place our pro- 
curemenfs in the proper niche. In the light of this background, I will address 
my remaining remarks to three subjects as follows: 

DOD Negotiated Procurement Policy ; 
DOD Policy on Sole Source Negotiations ; and 
Implementation of Such Policies. 





* See excerpts from report (attachment III), p. 342 


*See exhibit XXIV, p. 257, for letter referred to. 
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DOD negotiated procurement policy 

In securing the goods or services required for ihe Armed Forces, the objec- 
tive is to use that method of procurement which is most advantageous to the 
Government—price, quality and other factors considered. The law author- 
izes 17 exceptions to the method of forma! advertising. 

The general policy on the use of negotiation under the 17 exceptions is coy- 
ered in the Procurement Study previously referred to at pages 53 through 64, 
Specifically I wish to incorporate the materiai starting with “Exception 1— 
National Emergency” on page 53, and ending through the paragraph entitled 
“Construction Work” on page 64, by reference as a part of this statement.’ From 
time to time I will ask that certain sections of this study be incorporated in the 
record by reference. I wish the committee to understand that where this is 
done, my purpose is to have a complete statement in this record without taking 
the time of the committee to listen to a reading of such material. Therefore, in 
the interest of having more discussion on “sole source’ questions, I shall not 
discuss the general negotiation policy in detail. 

DOD policy on sole source negotiation 
A. Statutory authorities 

Sole source negotiation authority is found principally in 10 U.S.C. 2304(a) 
(10), (18), (14), and (16). The use of exceptions (18), (14), and (16) re- 
quires findings and determinations by the Secretary of the Department con- 
cerned. 

I will discuss exceptions (13), (14), and (16) in that order and then con- 
sider exception (10). 

Exception (13) reads as follows: “the purchase or contract is for equipment 
which he [the Secretary] determines to be technical equipment whose standard- 
ization and the interchangeability of whose parts are necessary in the public 
interest and whose procurement by negotiation is necessary to assure that 
standardization and interchangeability.” 

This permits the standardization of makes and models of equipment for 
tactical use outside the continental limits of the United States. Its use nor- 
mally follows an initial selection by competitive methods and it provides that 
replacement equipments or parts therefor will be procured by make or model 
number. The use of this authority is relatively insignificant. For example, 
in fiscal year 1959, the net value of contracts placed under this authority was 
$12,897,000. 

Exception (14) reads as follows: “The purchase or contract is for tech- 
nical or special property that he [the Secretary] determines to require a sub- 
stantial initial investment or an extended period of preparation for manufac- 
ture and for which he determines that formal advertising and competitive bid- 
ding might require duplication of investment or preparation already made, 
or would unduly delay the procurement of that property.” 

This exception is used to place production contracts for technical equip- 
ment such as aircraft, missiles, radar, and tanks, with the development con- 
tractor. This avoids economic loss as well as time loss in getting the inventory 
of combat weapons. It is the authority necessarily used in negotiating a num- 
ber of our largest dollar contracts, which in fiscal year 1959 was $7,022,201,000. 

ixception (16) reads as follows: “he [the Secretary] determines that (A) 
it is in the interest of national defense to have a plant, mine, or other facility, 
or a producer, manufacturer, or other supplier, available for furnishing property 
or services in case of a national emergency; or (B) the interest of industrial 
mobilization in case of such an emergency, or the interest of national defense 
in maintaining active engineering, research, and development, would other- 
wise be subserved.” 

This exception is used to maintain and keep active engineering and design 
staffs and manufacturing facilities available for use in the event of a national 
emergency. Contracts in fiscal year 1959 placed under this authority amount 
to $1,345,573,000. 

I am sure the committee has no problem in our use of these negotiation au- 
thorities for sole source procurement where the Secretary of a military depart- 
ment has made a determination that such authority is to be used. 

The remaining important negotiation authority under which significant sole 
source procurement is accomplished is exception (10). The use of exception 


5 See attachment ITI, p. 342. 
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(10) does not require Secretarial approval. Exception (10) is as follows: 
“the purchase or contract is for property or services for which it is imprac- 
ticable to obtain competition ;”. 

This authority is used as if the words “by means of formal advertising” 
were added. It does not necessarily mean “sole source.” It means that we 
do not have the requisites of formal advertising. We can often have com- 
petition but, in such cases, it is through the negotiation method instead of 
formal advertising. 

Further, ASPR limits the use of this exception. It does not permit the 
contracting officer the use of this authority if other authority (except classified 
procurements ) is available. ASPR enumerates some 15 illustrative situations 
where this authority may be used. One is the nonavailability of adequate 
specifications for bid solicitation. This exception cannot be used, for such a 
purpose, by the contracting officer without approval at a higher level, if the 
procurement is in excess of $50,000. In all cases where exception (10) is 
used, a copy of the contract with a written statement of the contracting officer 
justifying use of the exception is forwarded to the General Accounting Office. 
So much for the controls on the use of this exception. 

The illustrative situations, specified in ASPR for the use of exception (10) 
other than inadequate specifications, are: where there is a single source of 
supplies, patents or secret processes, lack of responsive bids to invitations, the 
quantitative requirements are not met through formal advertising, the con- 
tract covers utility services, training film and manuscripts, technical services 
for maintenance, studies and surveys, maintenance work, stevedoring services, 
ocean or air transportation, services related to perishable subsistence, storage 
of household goods, and procurement of replacement parts. 


B. Lack of specifications 


Several of the foregoing situations require negotiation because of lack of 
specifications. Here I wish to invite the attention of the committee to the dis- 
cussion of “Specifications” in the Procurement Study which is most relevant to 
the procurement process. I wish to incorporate in this record by reference 
the material on “Specifications” commencing on page 72 through the paragraph 
entitled “Items Developed at Private Expense” on page 78° of the study as 
a part of this statement. 

The purpose of a specification is to state actual minimum needs to stimulate 
maximum competition. Where the specification is Government-originated there 
usually is no real problem in obtaining competition. Where specifications to a 
product are contractor-originated and owned we may be and probably are in a 
sole source situation, if there are no adequate substitutes. 

As you know, we have what I consider to be an excellent policy pertaining to 
the acquisition and use of data, including specifications which are privately 
developed. This policy is stated in the Armed Services Procurement Regulation 
as section TX, part 2—data and copyrights. I wish to point out that this is 
the first comprehensive attempt at defining policy in the technical data field. 
It is most important to have good policy which defines the rights in data result- 
ing from the rapid technological advances coming from both Government-spon- 
sored and private research and development. 

The salient points of the policy are that in research and development contracts, 
as well as in production contracts which have development of models as 
a prinipal purpose, we require contractors to furnish all data, including 
manufacturing drawings and specifications necessary for the manufacture of 
the resultant product. Standard contract clauses to accomplish this purpose are 
provided. 

On the other hand, where a product is developed and marketed at private 
expense, it is not our normal policy to seek full manufacturing drawings, as 
an adjunct to a simple purchase of the product, if such drawings contain propri- 
etary data, that is, trade secrets. We seek to encourage private invention of 
items which may have military usefulness, and hence we would not normally try 
to establish additional competing sources of items using such privately de- 
veloped designs unless (i) additional sources were needed to assure mobilization 
readiness, or (ii) additional sources were needed to avoid a demand for un- 
reasonable prices, or (iii) the basic design contains no proprietary data, that is, 
trade secrets and, as a result, can be readily copied by others. If, for any 


—__ 


®See attachment IV, p. 354. 
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reason, we need to acquire privately developed proprietary information or trade 
secrets we negotiate for such data as a separate contract item and pay a fair 
price for it. 

We consider that this limited protection which we give to privately developed 
proprietary data is the most advantageous and proper policy for us to follow, 
First, we have stated that this policy encourages private initiative, investment, 
and invention, making it good business practice to develop at private expense 
and produce items useful to the military departments. So long as need exists 
for the product and it is available at a reasonable price, the exercise of 
such initiative in a competitive free enterprise economy should result in the 
award of contracts until competing products appear. 

Second, if we were to follow a different policy and demand full manufacturing 
drawings including privately developed proprietary data, without separate 
compensation, as an adjunct to each normal supply contract, valuable data of 
this kind would be refused by those contractors having the economic power 
to do so. In other words, the pressure of economic necessity to comply with a 
policy of this kind would be exerted on the small contractor who needed our 
business so badly that he felt forced to give up these valuable property rights 
in order to get a contract. In our judgment such a policy would be unfair, would 
tend to dry up private development, and would be contrary to the will of Con- 
gress. I wish to invite your attention to the material on “Items Developed by 
Private Industry” and “Items Developed Under Defense Contracts” at pages 76 
and 78 of the procurement study. This material has been previously incorpo- 
rated in this record by reference.’ 

C. Development contracts 

The sole source negotiation which concerns the committee also concerns us. 
I have said that a statement of minimum Government need produces maximum 
competition. The reason is that when we accurately state minimum needs we 
establish a requirement for minimum levels of skill. Thus, the competitive base 
for the procurement is broadened. 

On the other hand, in weapons of defense and survival the Government need 
is not minimum; it is very frequently maximum. We must not have minimum 
weapons. To get weapons which are advances in the state of the art and which 
crowd the limits of our technical knowledge, we must have the resources of the 
highest scientific skills and technology. Under such circumstances the available 
and required skills are necessarily scarcer than are those required to produce 
simpler things. In some technical and scientific fields there may sometimes be 
only one qualified source with the outstanding abilities we require. Here we 
cannot reduce our qualitative requirements to the level of lesser skills to avoid 
a sole source award. We must not degrade the quality of weapons just to cre- 
ate competition. Therefore, in awarding research and development contracts we 
normally select the firm which we find to possess the greatest technical skill in 
our specific field of interest. We seek the most advanced technology the Nation 
"an produce. 


D. Repair parts 

In the field of the procurement of repair parts, which has been commented on 
by the committee, we are also frequently required to purchase from a single 
source. We are presently developing a uniform policy on the procurement of 
repair, spare, or replacement parts. We expect it to be completed in the near 
future. We do have, at present, an illustration in ASPR under exception (10) 
which states in essence the authority to use that exception for negotiation with 
a sole source when there is no assurance that parts from other than the original 
manufacturer will function adequately. 

Our considerations in developing a policy in this field indicate that the policy 
being developed will embrace the following concepts : 

In the case of parts which are already fully identified and can be procured 
from a number of known sources, or where we have acquired adequate manufac- 
turing drawings as a result of a research and development contract or by sepa- 
rate purchase, such parts shall normally be procured on a competitive basis. 
arts for this purpose are usually of a standard design configuration and in- 
clude, but are not limited to, separate individual items which are capable of 
separate supply, such as resistors, transformers, generators, spark plugs, and 
electron tubes, or parts which have commercial equivalents. 





7 See attachment IV, p. 354. 


~~ 








le 
ir 


»(] 


it, 
se 
ts 
of 
he 


ng 
te 
of 
er 


ur 
its 
ld 
yn- 
by 


0- 


us, 
m 
we 
ise 


oq 
um 
ich 
the 
ble 
ace 

be 
we 
oid 


we 
| in 
ion 


on 
igle 
of 
ear 
10) 
vith 
inal 


licy 


ired 
fae- 
epa- 
isis. 
—in- 
o of 
and 


~—_— CS 


GOVERNMENT PROCUREMENT—1960 319 


On the other hand, in the design of equipment involving advanced technology, 
such as aircraft, missiles, and detection apparatus, the functioning of the whole 
is frequently dependent on critical limitations in the design characteristics of a 
part. The exact nature of this dependency may not be known. This comes about 
from the fact that each cooperating part is adjusted to the other in the total de- 
sign to bring about the desired end result. Experience has shown that when a 
part other than the original is substituted, even though the substituted part 
appears to be the equivalent of the original, there is a possibility that the end 
item of equipment will not perform as required. It may take extended tests 
and engineering analysis even to determine the characteristic wherein the sub- 
stituted part is deficient. In military items, operational requirements, relia- 
bility, maintenance and performance capability, all demand closely controlled 
items, completely designed, proven, and capable of being integrated with the 
system in which they operate. 

Accordingly, it would be unwise for the Department of Defense to purchase 
such parts for those items, the successful operation of which is critical to the 
military mission, from firms other than the original manufacturer of the end 
item, his suppliers, or other reliable sources known to be capable of producing 
the parts. An exception to this would be where there is available sufficient 
data, including all necessary proprietary data, test results, and quality assur- 
ance procedures, to assure the requisite reliability, interchangeability, and safety 
requirements for the parts. 

There are parts which are neither common nor critical, but which are in sup- 
port of equipment specially designed by the manufacturer. If we cannot be 
sure that any other parts will perform the same function in the equipment as the 
original parts, then such parts shall be procured from the original manufacturer. 
However, I think every effort should be made to procure such parts competi- 
tively to the extent this can be done with available technical information. 

During the last year we have published MIL-D-70327, a specification for 
drawings, engineering, and associated lists. Of particular interest to this 
committee is the requirement that the contractor furnishing the equipment shall 
identify all vendor items as to source. This should be beneficial to such vendors, 
large or small, in securing repair part business. This may or may not produce 
competition. 

IMPLEMENTATION 


Mr. Chairman, in your letter you say, with respect to implementation, that too 
much latitude may be given the military departments in interpreting and imple- 
menting DOD policy. As part of this statement I wish to incorporate in this 
record by reference the material in the Procurement Study commencing on page 
17 entitled, “How We Control It” through page 22 to the sentence in parentheses. 
This, while not a complete answer, does explain how ASPR is derived and some 
of the controls placed on contracting officers, such as review boards, etc. 

In the Office of the Secretary of Defense we review the military departments’ 
implementation of ASPR in their internal procurement regulations. The aim 
of this review is to assure consistency with ASPR and at the same time reduce 
departmental implementation to a minimum. We cannot accommodate the 
organizational differences of the three departments in ASPR; leeway must be 
left for that purpose. 

Where operating requirements indicate deficiencies in ASPR policy, the 
services bring the problem to the ASPR committee for appropriate action. 
Where unauthorized deviations from ASPR policy within the military depart- 
ments are brought to our attention we ask the department involved for cor- 
rective action. If the deviation results from policy ambiguity, we take steps 
to correct the policy. 

ASPR is a coordinated procurement regulation cooperatively developed and 
issued by me after consultation with materiel Secretaries of the three military 
departments. As such, it is a regulation of the Secretary of Defense. The duty 
of carrying out the regulation is squarely imposed on the Secretaries of the 
military departments. They are the agents through which the policies of the 
Secretary are executed. They have adequate inspection and review staffs to 
assist them in meeting this responsibility. 

The Materiel Secretaries of the military departments are here today and pre- 
pared to answer questions as to the implementation or execution of Depart- 
ment of Defense policies. 

This concludes my statement. 


(The attachments referred to in Mr. McGuire’s statement follow :) 
54469 O—60 22 
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ExHiBIT XXXI 
ATTACHMENT I 


Part 9—Subcontracting Policies and Procedures 


3-900 Scopeof Part. This Part sets forth policies and procedures for the 
evaluation, review, and approval of contractors’ “make or buy’’ programs, 
purchasing systems, and proposed subcontracts. 


3-901 General. 

(a) Information as to the contractor’s ‘‘make or buy” program, purchasing 
system, and proposed subcontracts may be important to (i) negotiation of 
reasonable contract prices (see ASPR 3-807.5 and 3-808.2(h)), (ii) assurance 
of satisfactory contract performance, or (iii) carrving out Government policies 
regarding smal] business (ASPR 1-707.1), labor surplus areas (ASPR 1-805.1), 
use of Government facilities, maintenance of mobilization base, or other policies 
which may be appropriate to the particular procurement. Therefore, Govern- 
ment review of contractors’ ‘‘make or buy”’ programs and proposed subcontracts 
is required as set forth in this Part. Where “make or buy decisions and sub- 
contracting will have a substantial impact on price negotiation or contract 
performance or administration, the contractor’s “make or buy” program and 
subcontracting should be evaluated and agreed on during negotiations, to the 
extent practicable. 

(b) Review of the contractor’s purchasing system, principal proposed sub- 
contracts and ‘‘make or buy” program should generally be made where (i) the 
item, system, or work is complex, the dollar value is substantial, or competition 
is restricted; and (ii) cost reimbursement, price redetermination, or incentive- 
type contracts are to be used. 


3-902 Review of “Make or Buy’’ Program. 

(a) A “make or buy’’ program is that part of a contractor’s written plan 
for the production of an end item which outlines the major components, as- 
semblies, subassemblies, and parts to be manufactured (including testing, 
treating, and assembling) in his own facilities and those which will be obtained 
elsewhere by subcontract. 

(b) Where the nature of the procurement is such that, in view of the 
factors in ASPR 3-901(b) above, review of the “make or buy” program is 
appropriate or is otherwise considered essential, the prospective contractor shall 
be required to submit his proposed ‘make or buy” program, together with 
sufficient data to permit the contracting officer to evaluate such factors in (c) 
below as are pertinent. 

(c) In reviewing the ‘“‘make or buy”’ program during negotiation, consider- 
ation shall be given to the following factors in the light of how they affect the 
interests of the Government: 

(i) the effect of the contractor’s plan to make or buy, as the case may 
be, on price, quality, delivery, and performance; 

(ii) whether the contractor plans to broaden his base of subcontractors 
through competitive means; 

(iii) whether the contractor has given consideration to competence, 
abilities, experience, and capacities available within other firms; 

(iv) whether small business concerns are given an equitable oppor- 
tunity to compete for subcontracts; 
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(v) whether the contractor or major subcontractors propose to do 
work in plant, the nature of which differs significantly from 
their normal in-plant operations or for which they are not his- 
torically suited; 

(vi) whether production of the item or performance of the work will 
he create a requirement, either directly or indirectly, for additional 
18, facilities to be furnished by the Government, by the contractor, 

or by subcontractors; 
(vii) whether the contractor proposes to use additional Government- 
furnished facilities to do a type of work in plant for which there 
of is capacity elsewhere (not requiring Government facilities) 
which is competitive in quality, delivery, and overall cost, and 
is acceptable as a source to the contractor; and 
1), (viii) other factors, such as the nature of the item, experience with 
: similar items, future requirements, engineering, tooling, starting 


ies ‘mp ahs 
ae load costs, market conditions, and the availability of personnel 
and material. 

cts . . ; 

ab- After agreement on the program is reached, the contracting officer shall notify 

act | the contractor as to the Government’s approval of the program and shall 

ind inform the contractor as to any requirement for further review during per- 

formance of the contract. 

the ; ee ' - r 
) (d) In contracts resulting from negotiation in which a “make or buy 

ab. review has been made and agreement reached thereon pursuant to (c) above, 

the | there generally should be included a requirement for notification to the Govern- 

San ment in advance of any proposed change to the ‘“‘make or buy”’ program together 

‘yee | With justification therefor. Where notification is required, the following clause 


| shall be used: 
CHANGES TO MAKE OR BUY PROGRAM 


lan The Contractor agrees to perform this contract in accordance with the ‘‘make or buy’”’ 
program attached to this contract except as hereinafter provided. If the Contractor 


> desires to change the “make or buy” program, he shall notify the Contracting Officer 
Ing, in writing of the proposed change reasonably in advance and shall submit justification 
ined in sufficient detail to permit evaluation of the proposed change. With respect to 
items deferred at the time of negotiation of this contract for later additions to the 

the “make or buy’’ program, the Contractor shall notify the Contracting Officer of each 
. proposed addition at the earliest possible time, together with justification in sufficient 
ne detail to permit evaluation. The Contractor shall not, without the written consent of 
hall the Contracting Officer, make changes or additions to the program; provided that in his 
with discretion, the Contracting Officer may ratify in writing any changes or additions and 
1 (c) such ratification shall constitute the consent of the Contracting Officer required by this 


clause. The ‘‘make or buy”’ program attached to this contract shall be deemed to be 
modified in accordance with the written consent or ratification by the Contracting 


_ Officer. 
, the 
(e) Approval of the contractor’s purchasing system (ASPR 3-903) shall 
may not be construed as approval of the ‘make or buy” program where such is 
’ required. 
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3-903 Review of Subcontracting and Contractors’ Purchasing Systems. 
Examination of the contractor’s purchasing system and plans for subcontract- 
ing, review of proposed subcontract sources and prices in the light of the factors 
indicated in ASPR 3-901, and discussions with contractor to bring about any 
adjustments which may be needed to clear the way for formal subcontract 
approval, should generally be accomplished as part of the negotiation of the 
prime contract. Any resulting purchasing system approvals may be granted 
before the contract is executed. 

8-903.1 Contract Clauses. 

(a) The prescribed clauses, covering Government consent to subcontracts, 
for cost-reimbursement type contracts are set out in ASPR 7-203.8 and 7—402.8, 
Except where definite and final evaluation of the contractor’s subcontracting 
is accomplished during negotiations, the following clause (unless modified in 
accordance with (b), (c), or (d) below) shall be included in all fixed-price 


incentive and fixed-price redeterminable contracts where— 
(i) it is anticipated that one or more subcontracts may each exceed 


$100,000 or such other figure as is to be included in (b) (ii) and 
(iii) of the following clause in accordance with (c) below; 


(ii) the work of the prime contractor, or of the plant or division of the 
prime contractor which will perform the contract, is predomi- 


nantly for the Government; or 
(iti) the estimated contract price is $1,000,000 or more. 


SUBCONTRACTS 

(a) As used in this clause, the term “subcontract’”’ includes purchase orders. 

(b) Except as provided in paragraph (d) below, the Contractor shall notify the 
Contracting Officer reasonably in advance of entering into any subcontract which— 

(i) is on a cost-plus-a-fee, time and material, or labor-hour basis and which 
would involve an estimated amount in excess of $10,000, ‘including any 
fee; or 

(ii) is proposed to exceed $100,000; or 

(iii) is one of a number of subcontracts under this contract with a single sub- 
contractor for the same or related supplies or services which, in the aggre- 
gate, are expected to exceed $100,000. 

(c) The advance notification required by paragraph (b) above shall include: 

(i) a description of the supplies or services to be called for by the subcontract; 

(ii) identification of the proposed subcontractor and an explanation of why and 
how the proposed subcontractor was selected, including the degree of com- 
petition obtained; 

(iii) the proposed subcontract price, together with the Contractor’s cost or 
price analysis thereof, including current, complete, and correct cost or 
pricing data, accompanied by a certificate from the subcontractor, in such 
form as the Contracting Officer may prescribe, to the effect that all cost or 
pricing data has been considered by the subcontractor in preparing its 
proposal and that such data is current, and has been provided the Contrac- 
tor; and 

(iv) identification of the type of contract proposed to be used. 

(d) Advance notifications of subcontracts, as required by paragraph (b) above, are 
not required for any subcontract (i) not on a cost-plus-a-fee, time and material, or 
labor-hour basis, if the Contracting Officer has in writing approved the Contractor's 
purchasing system and the subcontract is within the limitations of such approval, or 
(ii) consented to in writing by the Contracting Officer as a proposed subcontract prior 
to the execution of this contract. 

(e) The Contractor shall not, without the prior written consent of the Contracting 
Officer, enter into any subcontract for which advence notification to the Contracting 


[Contract clause continued on next page] 
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Officer is required by this clause; provided that, in his discretion, the Contracting Officer 
may ratify in writing any subcontract and such ratification shall constitute the consent 
of the Contracting Officer required by this paragraph. 

(f) No consent by the Contracting Officer to any subcontract or any provisions 
thereof or approval of the Contractor’s purchasing system shall be construed to be a 
determination of the acceptability of any subcontract price or of any amount paid 
under any subcontract or to relieve the Contractor of any responsibility for performing 
this contract, unless such approval or consent specifically provides otherwise. 

(g) The Contractor agrees that no subcontract placed under this contract shall 
provide for payment on a cost-plus-a-percentage-of-cost basis. 

(b) The clause set forth in (a) above may be appropriately modified so 
as not to require advance notification of, or consent to, any subcontracts 
which have been definitely and finally evaluated during negotiations. In 
this respect, the clause may limit advance notifications thereunder to one or 
more particular subcontracts or classes of subcontracts, or may, in individual 
cases, be tailored to unusual or particular circumstances. 

(c) In paragraph (b) (ii) and (iii) of the clause set forth in (a) above, a 
lower dollar amount may be inserted in lieu of $100,000 where it is determined 
that closer surveillance of subcontracting is desirable because of the character 
of the industry involved, the critical nature of work which will probably be 
subcontracted, the absence of competition in placing the prime contract, 
uncertainties as to the adequacy of the contractor’s purchasing system, or 
the novelty of the supplies or services being procured. A higher dollar amount 
than $100,000 may be inserted in paragraph (b) (ii) and (iii) of the clause 
when the insertion of the higher amount is approved at a level higher than 
that of the contracting officer, as prescribed by the Department concerned. 

(d) The certificate prescribed by paragraph (c)(iii) of the clause above 
shall be in the form set forth in ASPR 3-807.7 appropriately modified to reflect 
that it is a certificate to the prime contractor, rather than to the Government. 

3-903. 2 Consent to Subcontracts 

(a) The contracting officer’s consent to subcontracts required by the 
clause set forth in ASPR 3-903.1 (for fixed-price redeterminable or fixed-price 
incentive contracts) or the clause set forth in ASPR 7-203.8 or 7-402.8 (for 
cost-reiimbursement type contracts) shall be accorded by individual consent 
on subcontract-by-subcontract basis. However, where the contracting officer 
has approved the contractor’s purchasing system, in whole or in part, such 
consent is not required for subcontracts within the scope of such approval, 
except as to cost-reimbursement type, time and materials, or labor-hour sub- 
contracts, and in the case of cost-reimbursement type prime contracts, sub- 
contracts, which provide for the fabrication, purchase, rental, installation, or 
other acquisition of any item of industrial facilities. 

(b) The purposes of subcontract consent requirements are usually best 
served if review and analysis of the contractor’s purchasing system and of his 
proposed subcontracts are carried out in conjunction with negotiation of the 
prime contract (and concurrently with any review of the contractor’s ‘make 
or buy’”’ program as required by ASPR 3-902). Although consent to sub- 
contracts cannot always be formally accomplished prior to execution of the 
prime contract (since definitive subcontracts are not generally entered into 
until after execution of the prime), the review, analysis, and discussion leading 
up to such formal consents should, where feasible, be conducted during the 
negotiation process. 
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3-903.3 Approval of Purchasing System. 

(a) Approval of a contractor’s purchasing system should be granted only 
after a survey which includes review of such factors as: 

(i) the degree of competition obtained by the contractor’s purchasing 
methods; 

(ii) the contractor’s pricing policies and techniques, when necessary, 
including his methods of obtaining current, complete and accurate 
cost and pricing data; 

(iii) the contractor’s method of evaluating subcontractors’ responsibility 
(ASPR 1-906) ; 

(iv) the extent to which the purchasing system is consistent with any 
contract requirements covering small business and labor surplus 
area concerns; and 

(v) the treatment accorded affiliates of the contractor or other concerns 
having close working arrangements with the contractor. 

(b) Approval of a contractor’s purchasing system may be unqualified or 
may be limited. For example, the purchasing system may be approved except 
for subcontracts in excess of a stated amount or except for subcontracts for 
stated work which is of such critical nature that extraordinary Government 
surveillance is called for. Where the approval is limited by reason of deficiencies 
in the purchasing system, the contractor shall be notified of such deficiencies 
and requested to correct them. In no case shall approval of the contractor’s 
purchasing system waive the requirement for individual consent to cost- 
reimbursement, time and materials, or labor-hour subcontracts. In the case 
of co .-reimbursement type prime contracts, in addition to the foregoing, ap- 
proval of the contractor’s purchasing system shall not waive the requirements 
for individual consent to subcontracts which provide for the fabrication, pur- 
chase, rental, installation, or other acquisition of any item of industrial facilities. 

(c) Upon approval of the contractor’s purchasing system (whether un- 
qualified or limited), the contracting officer shall give the contractor written 
notice thereof. The notice shall set forth any limitations on the approval 
and shall state that the approval does not (i) relieve the prime contractor of 
any of his obligations under any contract, (ii) restrict the Government from 
subsequently withdrawing the approval in whole or in part, or (iii) cover any 
unapproved material changes which the contractor may make in his purchasing 
system. 

(d) After approval of the contractor’s purchasing system, periodic ex- 
amination of the contractor’s operations under such system shall be made to 
determine whether any substantial changes in procedures, initiated by the 
contractor or as a result of recommendations by the Government, have occurred, 
as Weal as to evaluate the contractor’s performance under the purchasing system. 
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3-903.4 Review of Individual Subcontracts. 
(a) In reviewing or consenting to individual subcontracts, the contracting 
officer should give appropriate consideration to the following: 

(i) whether the decision to enter into the proposed subcontract is 
consistent with the contractor’s approved “‘make or buy’’ pro- 
gram, if any (see ASPR 3-902); 

(ii) whether the proposed subcontract will require the use of Govern- 
ment furnished facilities; 

(iii) the responsibility of the proposed subcontractor (ASPR 1-906) ; 

(iv) basis for selecting proposed subcontractor, including the degree of 
competition obtained; 

(v) cost or price analysis or price comparisons accomplished, with 
particular attention to whether cost or pricing data are current, 
complete, and correct (see ASPR 3-903.1(d)) ; 

(vi) extent of subcontract supervision ; 

(vii) types of contracts used (ASPR Section III, Part 4); and 

(viii) estimated total extent of subcontracting, including procurement 

of parts and materials. 
(b) In reviewing subcontracts, careful and thorough evaluation is par- 
ticularly necessary when: 

(i) the prime contractor’s purchasing system or performance there- 
under are considered inadequate; 

(ii) subcontracts are for items for which there is no competition or 
for which the proposed prices appear unreasonable (see ASPR 
3-807.5(b)) ; 

(iii) close working arrangements or business or ownership affiliations 
exist between the prime and the subcontractor which may preclude 
the free use of competition or result in higher subcontract prices 
than would otherwise be obtained; 

(iv) a subcontract is being proposed at a price less favorable than that 
which has been given by the subcontractor to the Government, all 
other factors such as manufacturing period and quantity being 
comparable; or 

(v) a subcontract is to be placed on a cost-reimbursement, time and 
material, labor-hour, fixed-price incentive, or fixed-price redeter- 
minable basis. 

Where subcontracts have been placed on a cost-reimbursement, time and 
materials, or labor-hour basis, contracting officers should be skeptical of 
approving the repetitive or unduly protracted use of such types of subcontracts 
and should follow the principles of ASPR 3-803(b). 

3-904 Additional Contract Clauses. Additional contract clauses with 
respect to subcontracting with Small Business and Labor Surplus Area concerns 
are set forth in ASPR Section VII. 








GOVERNMENT PROCUREMENT—1960 





ATTACHMENT II 


Part 8—Price Negotiation Policies and Techniques 


3-800 Scope of Part. This part sets forth the price negotiation policies 
and techniques applicable to negotiated prime contracts and those subcontracts 
which are subject to approval or review within a Department. The principles 
in this part apply to negotiation of prices on all types of contracts and to 
revised prices as well as initial prices. 


3-801 Basic Policy. 

3-801.1 General. It is the policy of the Department of Defense to 
procure supplies and services from responsible sources at fair and reasonable 
prices calculated to result in the lowest ultimate over-all cost to the Govern- 
ment. Sound pricing depends primarily upon the exercise of sound judgment 
by all personnel concerned with the procurement. 

3-801.2 Responsibility of Contracting Officers. 

(a) Contracting officers, acting within the scope of their appointments 
(and in some cases acting through their authorized representatives) are the 
exclusive agents of their respective Departments to enter into and administer 
contracts on behalf of the Government in accordance with ASPR and Depart- 
mental procedures. Each contracting officer is responsible for performing or 
having performed all administrative actions necessary for effective contracting. 
The contracting officer shall exercise reasonable care, skill and judgment and 
shall avail himself of all of the organizational tools (such as the advice of 
specialists in the fields of contracting, finance, law, contract audit, mobilization 
planning, engineering, traffic management and cost analysis) necessary to 
accomplish the purpose as, in his discretion, will best serve the interests of the 
Government. 

(b) To the extent services of specialists are utilized in the negotiation of 
contracts, the contracting officer must coordinate a team of experts, requesting 
advice from them, evaluating their counsel, and availing himself of their skills 
as much as possible. The contracting officer shall obtain simultaneous coor- 
dination of the specialist efforts to the greatest practical extent. He shall not, 
however, transfer his own responsibilities to them. Thus, the final negotiation 
of price, including price redetermination and evaluation of cost estimates, 
remains the responsibility of the contracting officer. 

3-801.8 Responsibility of Other Personnel. Personnel, other than the 
contracting officer, who determine industrial mobilization plans and type, 
quality, quantity, and delivery requirements for items to be purchased, can 
influence the degree of competition obtainable as well as have a material effect 
upon prices. Failure to finalize requirements in sufficient time to allow: 

(i) a reasonable period for preparation of requests for proposals; 
(ii) preparation of quotations by offerors; 

(iii) contract negotiation and preparation; and 

(iv) adequate manufacturing lead time; 
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causes delinquency in delivery and uneconomical prices. Requirements issued 
on an urgent basis or with unrealistic delivery schedules should be avoided 
since they generally increase price or restrict desired competition. Personnel 
determining requirements, specifications, mobilization plans, adequacy of 
sources of supply, and like matters have responsibility in such areas, equal 
to that of the contracting officer, for timely, sound and economical procurement. 


3-802 Preparation for Negotiation. 

8-802.1 Product or Service. Knowledge of the product or service, and 
its use, is essential to sound pricing. Before soliciting quotations, every 
contracting officer should develop, where feasible, an estimate of the proper 
price level or value of the product or service to be purchased. Such estimates 
may be based on a physical inspection of the product and review of such 
items as drawings, specifications, job process sheets, and prior procurement 
data. When necessary, requirements and technical specialists should be con- 
sulted. The primary responsibility for the adequacy of specifications and for 
the delivery requirements must necessarily rest with requirements and tech- 
nical groups. However, the contracting officer should be aware of the effect 
which these factors may have on prices and competition, and should, prior to 
award, inform requirements and technical groups of any unsatisfactory effect 
which their decisions have on prices or competition. 

8-852.2 Selection of Prospective Sources. Selection of qualified sources 
for solicitution of proposals is basic to sound pricing. Proposals should be 
solicited from a sufficient number of competent potential sources to insure ade- 
quate competition. (See ASPR 1-302, 1-902, 3-101, 3-104, 3-105, and 12-102.) 

_ $-802.3 Requests for Proposals, Requests for proposals shall contain the 
information necessary to enable a prospective offeror to prepare a proposal 
properly. The request for proposals shall be as complete as possible with 
respect to (i) item description or statement of work; (ii) specifications; (iii) 
Government-furnished property, if any; (iv) required delivery schedule; and 
(v) contract clauses. If a price breakdown is required, the request for proposals 
shall so state. Requests for proposals, including requests for revised proposals, 
shall specify a date for their submission. Any extension of time granted to one 
prospective offeror shall be granted uniformly to all. Each request for proposals 
shall be issued to prospective offerors at the same time and no prospective 
offeror shall be given the advantage of advance knowledge that proposals are 
to be requested. Generally, requests for proposals shall be in writing. How- 
ever, in appropriate cases, such as the procurement of perishable subsistence, 
proposals may be solicited orally. 


3-803 Type of Contract. 

(a) The selection of an appropriate contract type and the negotiation of 
prices are related and should be considered together. ASPR 3-402 lists some 
of the factors for this joint consideration. The objective is to negotiate a con- 
tract type and price that includes reasonable contractor risk and provides the 
contractor with the greatest incentive for efficient and economical performance. 
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When negotiations indicate the need for using other than a firm fixed-price 
contract, there should be compatibility between the type of contract selected 
and the contractor’s accounting system. 

(b) In the course of a procurement program, a series of contracts, or a 
single contract running for a lengthy term, the circumstances which make 
for selection of a given type of contract at the outset will frequently change 
so as to make a different type more appropriate during later periods. In par- 
ticular, the repetitive or unduly protracted use of cost-reimbursement type or 
time and materials contracts is to be avoided where experience has provided a 
basis for firmer pricing which will promote efficient performance and will place 
a more reasonable degree of risk on the contractor. Thus, in the case of a time 
and materials contract, continuing consideration should be given to converting 
to another type of contract as early in the performance period as practicable. 


3-804 Conduct of Negotiations. 

3-804.1 General. Evaluation of offerors’ or contractors’ proposals, 
including price revision proposals, by all personnel concerned with the pro- 
curement, as well as subsequent negotiations with the offeror or contractor, 
shall be completed expeditiously. Complete agreement of the parties on all 
basic issues shall be the objective of the contract negotiations. Oral discussions 
or written communications shall be conducted with offerors to the extent 
necessary to resolve uncertainties relating to the purchase or the price to be 
paid. Basic questions should not be left for later agreement during price 
revisions or other supplemental proceedings. Cost and profit figures of one 
offeror or contractor shall not be revealed to other offerors or contractors. 

8-804.2 Late Proposals. (a) Written requests for proposals shall contain 
a provision substantially as follows: 

Late Proposals. The Government reserves the right to consider proposals or modifi- 


cations thereof received after the date indicated for such purpose, but before award 
is made, should such action be in the interest of the Government. 





(b) While it is important and desirable that the Government should not 
be precluded from gaining the benefit of late proposals, careful consideration 
of such situations is required to prevent excessive resolicitations and other 
abuses. Where failure of any proposal to arrive on time is due solely to a 
delay for which the offeror was not responsible, or where only one proposal is 
received, the contracting officer may consider the proposal without utilizing 
the resolicitation procedure prescribed below. Proposals, or modifications 
thereof, received after the latest date specified for receipt by the contracting 
officer should be considered if there is a probability of a significant (i) reduc- 
tion in price or cost to the Government, or (ii) technical improvement, as com- 
pared with proposals previously received. The following procedure shall 
apply, except that it need not be followed for small purchases: 

(1) Where a late low proposal, or a late proposal otherwise worthy of 
consideration, is received from a qualified firm, the contracting officer shall 
document a recommendation that the proposal, either should or should not be 
considered, and send it for decision to such other authority as may be prescribed 
by the Department concerned. 
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(2) When it is determined by such other authority that it is in the best 
interest of the Government to consider the late proposal, the contracting officer 
shall, consistent with ASPR 3-805.1(a)(ii), resolicit all firms (including the 
late offeror) which have submitted proposals and have been determined to be 
capable of meeting requirements. Such resolicitation shall specify a date for 
submission of new or revised proposals. In appropriate cases, such as where 
further delay in making award will jeopardize meeting the Government’s 
requirement, a resolicitation may provide that late proposals shall not be con- 
sidered, notwithstanding the Government’s reservation of a right to consider 
such proposals (as stated in the Late Proposals provision required by 
3-804.2(a)). 


3-805 Selection of Offerors for Negotiation and Award. 

3-805.1 General. 

(a) The normal procedure in negotiated procurements, after receipt of 
initial proposals, is to conduct such written or oral discussions as may be 
required to obtain agreements most advantageous to the Government. Nego- 
tiations shall be conducted as follows: 

(i) where a responsible offeror submits a responsive proposal which, 
in the contracting officer’s opinion, is clearly and substantially more 
advantageous to the Government than any other proposal, negotia- 
tions may be conducted with that offeror only; or 

(ii) where several responsible offerors submit offers which are grouped 
so that a moderate change in either the price or the technical pro- 
posal would make any one of the group the most advantageous offer 
to the Government, further negotiations should be conducted with 
all offerors in that group. 

Whenever negotiations are conducted with more than one offeror, no indication 
shali be. made to any offeror of a price which must be met to obtain further 
consideration, since such practice constitutes an auction technique which must 
be avoided. No information regarding the number or identity of the offerors 
participating in the negotiations shall be made available to the public or to any- 
one whose official duties do not require such knowledge. Whenever negotia- 
tions are being conducted with several offerors, while such negotiations may 
be conducted successively, all offerors participating in such negotiations shall 
be offered an equitable opportunity to submit such pricing, technical, or other 
revisions in their proposals as may result from the negotiations. All offerors 
shall be informed that after the submission of final revisions, no information 
will be furnished to any offeror until award has been made. Modifications of 
proposals received after the submission of final prices shall be considered only 
under the circumstances set forth in ASPR 3-804.2(b) (relating to late 
proposals). 
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(b) There are certain circumstances where formal advertising is not 
possible and negotiation is necessary. In the conduct of such negotiations 
where a substantial number of clearly competitive proposals have been ob. 
tained and where the contracting officer is satisfied that the most favorable 
proposal is fair and reasonably priced, award may be made on the basis 
of the initial proposals without oral or written discussion; provided, that the 
request for proposals notifies all offerors of the possibility that award may 
be made without discussion of proposals received and, hence, that proposals 
should be submitted initially on the most favorable terms from a price and 
technical standpoint, which the offeror can submit to the Government. In 
any case where there is uncertainty as to the pricing or technical aspects 
of any proposal, the contracting officer shall not make an award without 
further exploration and discussion prior to award. Also, when the pro- 
posal most advantageous to the Government involves a material departure 
from the stated requirements, consideration shall be given to offering the 
other firms which submitted proposals an opportunity to submit new pro- 
posals on a technical basis which is comparable to that of the most advan- 
tageous proposal; provided, that this can be done without revealing to the 
other firms any information which is entitled to protection under ASPR 3-109, 

(c) Except where cost-reimbursement type contracts are to be used (see 
ASPR 3-805.2), a request for proposals may provide that after receipt of 
initial technical proposals, such proposals will be evaluated to determine 
those which are acceptable to the Government or which, after discussion, 
can be made acceptable, and upon submission of prices thereafter, award 
shall be made to that offeror of an acceptable proposal who is the low respon- 
sible offeror. 

(d) The procedures set forth in (a), (b), and (c) above may not be appli- 
cable in appropriate cases when procuring research and development, or 
special services (such as architect-engineer services) or when cost-reimburse- 
ment type contracting is anticipated. Award of a contract may be properly 
influenced by the proposal which promises the greatest value to the Govern- 
ment in terms of possible performance, ultimate productibility, growth poten- 
tial and other factors rather than the proposal offering the lowest price or 
probable cost and fixed fee. 

(e) Whenever in the course of negotiation a substantial change is made 
in the Government’s requirements (for example, increases or decreases in 
quantities or material changes in the delivery schedules), all offerors shall 
be given an equitable opportunity to submit revised proposals under the 
changed requirements. 

8-805.2 Cost-Reimbursement Type Contracts. In selecting the contractor 
for a cost-reimbursement type contract, estimated costs of contract perform- 
ance and proposed fees should not be considered as controlling. There is 
no requirement that cost-reimbursement type contracts be awarded on the 
basis of either (1) the lowest proposed cost, (2) the lowest proposed fee, or 
(3) the lowest total estimated cost plus proposed fee. The cost estimate is 
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important to determine the prospective contractor’s understanding of the 
project and ability to organize and perform the contract. The agreed fee 
must be within the limits prescribed by law and regulation and appropriate 
to the work to be performed (see ASPR 3-808). Beyond this however, the 
primary consideration in determining to whom the award shall be made is: 
which contractor can perform the contract in a manner most advantageous 
to the Government. 


3-806 Cost Profit and Price Relationships. 

(a) Where products are sold in the open market, costs are not necessarily 
the controlling factor in establishing a particular seller’s price. Similarly 
where competition may be ineffective or lacking, estimated costs plus estimated 
profit are not the only pricing criteria. In some cases, the price appropriately 
may represent only a part of the seller’s cost and include no estimate for 
profit or fee, as in research and development projects where the contractor is 
willing to share part of the costs. In other cases, price may be controlled by 
competition as set forth in ASPR 3-805.1(a). The objective of the contract- 
ing officer shall be to negotiate fair and reasonable prices in which due weight 
is given to all relevant factors, including those in ASPR 3-101. 

(b) Profit or fee is only one element of price and normally represents 
a smaller proportion of the total price than do such other estimated elements 
as labor and material. While the public interest requires that excessive 
profits be avoided, the contracting officer should not become so preoccupied 
with particular elements of a contractor’s estimate of cost and profits that the 
most important consideration, the total price itself, is distorted or diminished 
in its significance. Government procurement is concerned primarily with the 
reasonableness of the price which the Government ultimately pays, and only 
secondarily with the eventual cost and profit to the contractor. 


3-807 Pricing Techniques. 

3-807.1 General. Policies set forth in this Part may be applied in a 
variety of ways in the evaluation of offerors’ or contractors’ proposals and in 
the negotiation of contract prices. The extent to which any particular method, 
or combination of methods, should be used will depend upon the judgment of 
the contracting officer. The following paragraphs describe several of the 
principal price negotiation techniques and the circumstances under which 
each may be used. They are equally applicable to initial and subsequent 
price negotiations. 

3-807.2 Pricing Individual Contracts. Each contract shall be priced 
separately and independently, and no consideration shall be given to losses or 
profits realized or anticipated in the performance of other contracts. This 
prohibition neither prevents the negotiation of fixed overhead and other rates 
applicable to several contracts during annual or other specific periods nor 
prohibits forward pricing agreements applicable to several contracts. 

3-807.3 Price Analysis. 

(a) Some form of price analysis should be made in every procurement, 
even when competitive proposals have been submitted. The presence of 
effective competition, however, may make it possible to limit considerably the 
degree of price analysis required. In the absence of effective price competition, 
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the negotiating team must make a thorough analysis of contractors’ proposals 
and must be in possession of current, complete, and correct cost or pricing data 
before decisions are made on contract prices. Accordingly, the contractor 
should be required to furnish such data promptly as it becomes available 
throughout the negotiation process. To assure that the negotiating team js 
in possession of such data, the certificate set forth in ASPR 3-807.7 shall be 
obtained for each separate negotiation when the amount of the procurement 
action exceeds $100,000, and the price negotiated is based more on the contrae- 
tor’s actual or estimated cost than on effective competition, established catalog 
or market prices, or prices set by law or regulation. The certificate may be 
required when lesser amounts are involved in particular cases where the con- 
tracting officer considers that the circumstances warrant such action. The 
certificate shall be obtained from the prime contractor immediately prior to 
agreement on negotiated prices, targets, or price revisions. However, the 
requirement for a contractor’s certificate of pricing is not to be considered a 
substitute for a thorough examination and analysis of the contractor’s proposal 
by the negotiating team. 

(b) One form of price analysis is the comparison of prior quotations and 
contract prices with current quotations for the same or similar end items. 
To provide a suitable basis for comparison, appropriate allowances may have 
to be made for differences in such factors as specifications, quantities ordered, 
time for delivery, Government-furnished materials, and the general level of 
business and prices. 

(c) Rough yardsticks may often be developed (in such terms as dollars 
per pound, per horsepower, or other units) to point up apparent gross incon- 
sistencies which should be subjected to additional pricing techniques, including 
cost analysis. Such yardsticks should be considered as an indispensable 
adjunct to cost analysis, since a study of a single offeror’s estimated costs in 
sole source situations will not indicate whether the proposed price is fair and 
reasonable because it affords no opportunity for comparison with other products 
of the same kind. 


8-807.4 Cost Analysis 

(a) The need for cost analysis depends on the effectiveness of the methods 
of price analysis outlined in ASPR 3-807.3, the amount of the proposed contract, 
and the cost and time needed to accumulate the information necessary for 
analysis. When cost analysis is undertaken, the contracting officer must 
exercise judgment in determining the extent of the analysis. Cost analysis is 
desirable whenever: 

(i) .effective competition has not been obtained ; 

(ii) a valid basis for price comparison has not been established, because 
of the lack of definite specifications, the novelty of the product, or 
for other reasons; 

(iii) price comparisons have revealed apparent inconsistencies which 
cannot be satisfactorily explained or otherwise reasonably ac- 
counted for; 
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(iv) the prices quoted appear to be excessive on the basis of information 
available; 

(v) the proposed contract is of a significant amount and is to be 
awarded to a sole source; 

(vi) the proposed contract will probably represent a substantial per- 
centage of the contractor’s total volume of business; or 

(vii) a cost-reimbursement, incentive, price redeterminable, or time and 
material contract is negotiated. 

(b) Cost analysis involves the evaluation of specific elements of cost 
and the effect on prices of such factors as: 

(i) allowances for contingencies; 
(ii) the necessity for certain costs; 
(iii) the reasonableness of amounts estimated for the necessary costs; 
(iv) the basis used for allocation of overhead costs; and 
(v) the appropriateness of allocations of particular overhead costs to 
the proposed contract. 

(c) Among the several types of cost comparisons that should be made, 
where the necessary data are available, are comparisons of a contractor’s or 
offeror’s current estimated costs with: 

(i) actual costs previously incurred by the contractor or offeror; 
and with its last prior’estiniate for the same or similar item or with 
a series of prior estimates; 
(ii) current estimates from other possible sources; and 
(iii) prior estimates or historical costs of other contractors manufactur- 
ing the same or similar items. 

(d) Forecasting future trends in costs from historical cost experience 
is of primary inportance in pricing. In periods of either rising or declining 
costs, an adequate cost analysis must include some evaluation of the trends. 
Even in periods of relative price stability, trend analysis of basic labor and 
materials costs should be undertaken in cases involving production of recently 
developed, complex equipment. In some cases, probable increases in labor 
efficiency, and reductions in material spoilage as a contractor’s work force 
gains in experience with such new products can be predicted statistically. 
Efficiency curves may be devised to predict the reduction in the spoilage rate ; 
learning curves may be devised to evaluate reductions in Jabor hours. Effec- 
tive use of learning curves depends on the presence of the following elements: 

(i) direct labor should represent a substantial element of the total 
price; 

(ii) the contract price should be large enough to warrant the time spent 
in collecting the statistical data necessary to construct valid curves; 

(iii) the proposed contract should cover production over a relatively 
long period; 

(iv) a substantial body of historical labor cost data must be available; 
and 

(v) the product must be a complex, non-standard item requiring a 
substantial amount of assembly labor (where relatively large 
amounts of automatic machinery are to be employed, or the product 
is a relatively standard item, learning curves may be of little value). 
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3-807.5 Subcontracting. 

(a) The amount and quality of subcontracting may be a major factor 
influencing price. Since a large proportion of the procurement dollar is spent 
by prime contractors in subcontracting for work, raw materials, parts, and 
components, efficient purchasing practices by a contractor will contribute 
heavily toward efficient and economic production. While basic responsibility 
rests with the prime centractor for decisions tv make or buy, for selection 
of subcontractors, and for subcontract prices and subcontract performance, the 
contracting officer must have adequate knowledge of these elements and their 
effect on prime contract prices. Therefore, contractors’ ‘“‘make or buy” pro- 
grams and proposed subcontracts should be reviewed in accordance with Part 9 
of this Section III and the information from such review should be used in 
negotiating prime contract prices. Even though not specifically required by 
Part 9, the contracting officer should, where appropriate, elicit from the offeror 
or contractor information concerning: 

(i) the purchasing practices of the prime contractor; 
(ii) the principal components to be subcontracted and the contemplated 
subcontractors, including (A) the degree of competition obtained, 
(B) cost or price analyses or price comparisons accomplished, 
including current, complete and correct cost or pricing data, and 
(C) the extent of subcontract supervision; 
(iii) the types of subcontracts; i.e., firm fixed-price or other (see ASPR 
3-401) ; and 
(iv) the estimated total extent of subcontracting, including procurement 
of purchased parts and materials. 
In connection with (ii)(B) above, the contracting officer shall, in the case 
of subcontracts which meet the criteria of ASPR 3-807.3(a), require the prime 
contractor to obtain from first-tier subcontractors a certificate as set forth in 
ASPR 3-807.7, modified to reflect that it is a certification to the prime con- 
tractor rather than to the Government. The prime contractor shall be required 
to furnish such certificate to the contracting officer. 

(b) Where subcontracts are placed on a price redetermination or fixed- 
price incentive basis, it is particularly important in negotiating revisions of 
prime contract prices that there be substantial assurance that there was initial 
close pricing of subcontracts. Also, contracting officers should be alert to the 
risk of establishing firm redetermined prime contract prices while a major 
subcontract is still subject to price redetermination and may eventually be 
redetermined at a price far lower than that ascribed to it in redetermining the 
prime contract price, with consequent profits to the contractor far in excess 
of those contemplated in the prime contract price negotiation. However, in 
some cases, it may be appropriate to negotiate firm prime contract prices 
even though the contractor has not yet established final subcontract prices, 
if the contracting officer can justify as reasonable the amount included for 
subcontracting, e.g., where fairly definite cost data on subcontract prices are 
available. In other cases, where certain subcontracts are subject to redeter- 
mination and available cost data on these subcontracts are highly indefinite 
but other circumstances require prompt negotiation of revised prime contract 
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prices, the contract modification which evidences the revised contract prices 
should provide for adjustment of the total amount paid or to be paid under 
the contract on account of subsequent redetermination of specified subcontracts. 
This may be done by including in the contract modification a provision sub- 
stantially as follows: 


“Promptly upon the establishment of firm prices for each of the subcontracts listed 
below, the Contractor shall submit, in such form and detail as the Contracting Officer 
may reasonably require, a statement of costs incurred in the performance of such 
subcontract and the firm price established therefor. Thereupon, notwithstanding any 
other provisions of this contract as amended by this modification, the Contractor and 
the Contracting Officer shall negotiate an equitable adjustment in the total amount 
paid or to be paid under this contract to reflect such subcontract price revision. The 
equitable adjustment shall be evidenced by a modification to this contract, signed by 
the Contractor and the Contracting Officer.” 


{List subcontracts] 


(c) In negotiating prime contracts where the award is not determined by 
price competition and in consenting to cost-plus-fee subcontracts, the con- 
tracting officer shall make every effort to insure that fees under such sub- 
contracts never exceed— 

(i) ten percent (10%) of the estimated cost, exclusive of fee, in the 
case of any subcontract for experimental, developmental, or research 
work; or 

(ii) seven percent (7%) of the estimated cost, exclusive of fee, in the 
case of any other subcontract; 

unless the payment of higher fees is approved by the Secretary concerned or 
his designees. These limits should not be inserted in the prime contract 
because such action might tend to inflate fees customarily negotiated at 
lower rates. 
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3-807.6 Sole Source Items. When purchases of standard commercial or 
modified standard commercial items are to be made from sole source suppliers’ 
use of the techniques of price and cost analysis may not always be possible. 
In such instances and consistent with the volume of procurement normally 
consummated with the contractor, the contractor’s price lists and discount or 
rebate arrangements should be examined and negotiations conducted on the 
basis of the “best user,’”’ ‘most favored customer” or similar practice custom- 
arily followed by the contractor. Such price negotiations should consider 
the volume of business anticipated for a fixed period, such as a fiscal year, 
rather than the size of the individual procurement being negotiated. When a 
contractor whose product is required because of its proprietary character or 
whose technical assistance is essential declines to negotiate a profit or fee in 
accordance with the considerations and factors set forth in ASPR 3-808.1 or 
3-808.2, or demands a profit or fee which the contracting officer considers to 
be unreasonable in relation to the supplies to be furnished or services or work 
to be performed, the procuring activity concerned should attempt to develop 
an alternate source of supply. 


3-807 .7 Certificate of Current Pricing Data. Where a certificate of cur- 
rent cost or pricing data is required in accordance with ASPR 3-807.3(a), it 
shall be in the form set forth below and shall be included in the contract file 
along with the memorandum of the contract negotiation. 

“This is to certify, to the best of my knowledge and belief, that in the preparation of 

the proposal for -_----- ‘ _........ being (to be) produced under the terms of 

(contract, proposal, quotation, ete.) Now: nsupcisns cewnke ene te : (i) all available 

actual or estimated costs or pricing data have been considered in preparing the price 
estimate, and made known to the Contracting Officer for his use in evaluating the 
estimate, and (ii) any significant changes in the above data which have occurred since 


the preparation of the above proposal through the Tore Oe 
(Date) (Month) 
coats also have been made known in the price negotiations to the Government 
(Year) . 
negotiator. 
Name 
Title 
Firm 
 conamae 


Note that 18 U.S.C. 1001 prescribes criminal penalties for making false representations 
to the Government. 
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3-807.8 Unacceptable Substitutes for Pricing Negotiations. Contracting 
officers shall not rely primarily (i) on the contractor’s certificate as to the 
reliability of current data used in negotiations where effective competition is not 
obtained, nor (ii) on profit limiting statutes as remedies for ineffective pricing. 
Such statutes generally provide for the recapture of excessive profits. 


3-808 Profit or Fee. 

3-808.1 General. A fair and reasonable provision for profit or fee cannot 
be made by simply applying a certain predetermined percentage to the cost 
estimate or selling price of a product. Rather, the profit or fee should be 
first established as a dollar amount, after considering the factors set forth in 
this paragraph 3-808. Therefore, where a fee is involved and it is necessary 
to determine the percentage relationship between the fee and the estimated 
cost of the contract in order to comply with administrative and statutory limi- 
tations on fees for cost-reimbursement type contracts, the percentage shall be 
determined only after the dollar amount of the fee has been established for 
negotiation purposes. 

3-808.2 Factors for Determining Fee or Profit. The factors set forth in 
subparagraphs (a) through (i) below should be considered in determining profit 
or fee in all contracts, whether for supplies or services; for construction work; 
or for experimental, developmental, or research work; and whether of the 
fixed-price type or of the cost-reimbursement type unless otherwise specified 
in the particular factor. All of the following factors, as set forth in (a) 
through (i) below should be evaluated in the light of the basic policy set forth 
in ASPR 3-801.1 which provides that supplies and services shall be procured 
from responsible sources at fair and reasonable prices calculated to result in 
the lowest overall cost to the Government: 

(a) Effect of Competition. Where competition is adequate and effective and 
proposals are on a firm fixed-price basis, the contracting officer normally need 
not consider in detail the amount of estimated profit included in a price. Where 
effective competition is lacking, the estimate for profit for the proposed fixed 
fee should be analysed in the same manner as all other elements of price, apply- 
ing the factors set forth in this paragraph 3-808. 

(b) Degree of Risk. 

(1) The degree of risk assumed by the contractor should influence the 
amount of profit or fee a contractor is entitled to anticipate. For example, 
where a portion of the risk has been shifted to the Government through cost- 
reimbursement or price redetermination provisions, unusual contingency pro- 
visions, or other risk-reducing measures, the amount of profit or fee should be 
less than where the contractor assumes all risk. 

(2) Some cost-plus-a-fixed-fee contracts and task orders for research 
and development call for the delivery of prototypes of other ‘“hardware.”’ 
Other such contracts or task orders require only that the contractor exert its 
“best efforts’ to deliver the required end item. Frequently this is because 
the contractor is not willing to assume the additional burden of incurring 
substantial cost overruns without additional fee in order to complete perform- 
ance. When the contract calls for delivery of developed models in accordance 
with well-defined performance or design characteristics or a predetermined 
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delivery schedule, or both, in contrast to an obligation only to exert its ‘best 
efforts’’ to develop and deliver such models, payment of the fee should be con- 
ditioned on performance in accordance with the contractor’s obligation to 
deliver, and in such cases the contractor may be entitled to a larger fee both 
because of the risk inherent in its commitment and because of the successful 
completion of the work. 

(c) Nature of Work to be Performed. A major consideration in the de- 
termination of the amount of profit or fee, particularly in connection with 
experimental, developmental, or research work, is the difficulty or complexity 
of the work to be performed and any unusual demands of the contract, such as 
whether the project involves a new approach unrelated to existing equipment 
or only refinements on existing equipment, whether the caliber or class of engi- 
neer involved is that of an “idea-man,’’ or whether the contractor is to be re- 
quired by the contract to assign to the work unusually skilled talent. 

(d) Extent of Government Assistance. The Department of Defense en- 
courages its contractors to perform their contracts with the minimum of 
financial, facilities, or other assistance from the Government. Where extraor- 
dinary financial, facilities, or other assistance must be furnished to a contrac- 
tor by the Government, such extraordinary assistance should have a modifying 
effect in determining what constitutes a fair and reasonable profit or fee. (See 
also ASPR 3-404.3(d).) 

(e) Extent of the Contractor’s Investment. The extent of a contractor's 
total investment (i.e., both equity and borrowed capital) in the performance 
of the contract will be taken into consideration in determining the amount of 
the fee or profit. 

(f) Character of Contractor’s Business. Recognition must be given to 
the type of business normally carried on by the contractor, the complexity of 
manufacturing techniques, the rate of capital turnover, and the effect of 
each individual procurement upon such business. For example, where a con- 
tractor is engaged in an industry where the turnover of working capital is low, 
generally the profit objective on individual contracts is higher than in those 
industries where the turnover is more rapid. 

(g) Contractor's Performance. In addition to the factors set forth in 
ASPR 3-101, the contractor’s past and present performance should be evaluated 
in such areas as quality of product, quality control, scrap and spoilage, efficiency 
in cost control (including need for and reasonableness of cost incurred), meeting 
delivery schedules, timely compliance with contractual provisions, creative 
ability in product development (giving consideration to commercial potential 
of product), engineering (including inventive, design simplification, aad develop- 
ment contributions), management of subcontract programs, and any unusual 
services furnished by the contractor. Where a contractor has consistently 
achieved excellent results in the foregoing areas in comparison with other con- 
tractors in similar circumstances, such performance merits a proportionately 
greater opportunity for profit or fee. Conversely, a poor record in this regard 
should be reflected in determining what constitutes a fair and reasonable 
profit or fee. 

(h) Subcontracting. In negotiating the profit or fee, the nature and extent 
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of any subcontracting should be considered, particularly as it bears on the 
contractor’s performance, administrative responsibility, financial investment, 
and degree of risk as outlined above. The degree and nature of subcontract 
programs vary on a broad spectrum. While it is not possible to define precisely 
the exact profit or fee treatment to be accorded each situation, the general 
guidelines which follow will be taken into consideration. The evaluation of a 
contractor’s subcontracting program should not consist merely of applying 
arbitrary percentages of profit to subcontract prices in negotiating the prime 
contract price. A relatively large amount of subcontracting need not make for 
negotiation of a lesser profit or fee—the character and circumstances of the 
subcontracting and the effect on the prime contractor’s costs must be taken 
into account. Although purchased material and subcontracted work are usu- 
ally properly included in the base upon which profit is computed, instances may 
arise in which a significant portion or portions of a contract are subcontracted 
in such a way that only a minimum amount of responsibility or risk remains 
with the prime contractor. In such a case, the amount of fee or profit should 
be less than where the contractor assumes substantial risk. Of primary im- 
portance is the degree to which the subcontracting provides a better product 
and lower costs, with timely delivery, and in which the contractor assumes heavy 
managerial effort, responsibility and risk. In this connection, consideration 
should be given to the contractor’s past and present effectiveness in offering to 
qualified small business concerns and to firms in labor surplus areas an oppor- 
tunity to compete for subcontracts (see for example, ASPR 1-—707.3) and to the 
contractor’s furnishing assistance to such concerns as they require or as the 
Government may specifically request. A contractor’s effectiveness in furnish- 
ing such opportunity or assistance to an unusual or exceptional degree, should 
be given favorable consideration in determining the amount of fee or profit. 
(i) Unrealistic Estimates. If records reveal that a contractor’s actual 
costs are consistently lower than his estimated costs (indicating a practice of 
excessive estimates), and if the contractor refuses to provide what seems to 
be reasonable estimate of costs, a lower profit or fee should be considered. 
3-808.3. Incentive Profit or Fee. See ASPR 3-403.4, 3-404.4, and 3-406. 
8-808.4 Minimal Fees or Cost Sharing Arrangements. In certain circum- 
stances, as where experimental, developmental, or research work is attractive 
because of direct or potential commercial applications, consideration should 
be given to using a contract providing for only a nominal or token fee, or no 
fee, or on a cost-sharing basis. 
3-808.5 Fee Limitation for Experimental, Developmental, or Research Work. 
In connection with the administrative and statutory limitations on fees set 
forth in ASPR 3-404.3(c), the existence of the administrative limitation of 
10 percent for research and development work should not prevent the negotia- 
tion of fees, either fixed or incentive, up to the level of the statutory limitation 
of 15 percent in the appropriate circumstance. Such cases, however, shall be 
fully documented through factual support including specific details of prior 
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experience with the contractor, the complexity of the work to be performed, 
and the details in connection with all of the above factors. Contractors pro- 
posing such fees should be required to support their proposals in a similar 
manner. These requirements apply not only to fixed fees but to incentive fees 
as well which in their final evaluation can exceed the administrative limitation, 


3-809 Audit as a Pricing Aid. 

(a) General. The audit services within the Military Departments should 
be utilized as a pricing aid by the contracting officer to the fullest extent 
appropriate when the dollar amount involved is sufficiently large to, or special 
circumstances exist which warrant the time and expense required for the 
particular type of advisory audit, special survey, or audit analysis of price 
or cost desired. Judicious use of audit services will expedite proper pricing. 
The determination as to the necessity of an audit report for pricing purposes 
is the responsibility of the contracting officer. When requesting audit services, 
the contracting officer shall state the purpose for which the report is to be 
used and define any specific areas of audit examination which should be given 
special attention. 

(b) Application. Except for contracts containing retroactive price re- 
vision clauses, pricing techniques are concerned mainly with estimates of 
future costs. Therefore, audit reports for either retroactive or prospective 
pricing should not only establish costs accrued to a specific cutoff point for 
price proposal purposes but also should include cost trends and other available 
information which would be of assistance to the contracting officer in price 
negotiation. Such audit reports will serve a useful purpose in: 

(i) the evaluation of contingency allowances, overhead allocations, 
purchasing management efficiency, and similar cost elements; 

(ii) both the initial and subsequent pricing of contracts containing 
price revision clauses; 

(iii) establishing limitations on costs and price revision adjustments; 
and 

(iv) establishing negotiated overhead rates for cost-reimbursement 
type contracts. 

(c) Conditions for Use. Close coordination between the audit agency and 
procurement personnel will assist in determining the necessity of audit of 
price or cost proposals or the necessity of special surveys relating to con- 
tractor’s accounting or purchasing systems. Some of the conditions under 
which the contracting officer should consider the use of audit services include: 

(i) inadequate knowledge concerning the contractor’s accounting 
policies, cost systems, or substantially changed methods or levels 
of operation; 

(ii) previous unfavorable experience indicating doubtful reliability 
of the contractor’s estimating, accounting, or purchasing methods; 

(iii) procurement of a new product for which cost experience is lacking; 
and 
(iv) contract performance requiring a substantial period of time. 
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3-810 Exchange of Information. In appropriate cases it is desirable to 
exchange and coordinate specialized information regarding a contractor 
between Military Departments, bureaus, technical services and other pro- 
curing activities since it will provide uniformity of treatment of major issues 
and it may aid in the resolution of particularly difficult or controversial issues. 


3-811 Record of Price Negotiation. At the conclusion of each negotia- 
tion of an initial or a revised price, the contracting officer shall promptly 
prepare or cause to be prepared a memorandum, setting forth the principal 
elements of the price negotiation, for inclusion in the contract file and for 
the use of any reviewing authorities. The memorandum shall be in sufficient 
detail to reflect the most significant considerations controlling the establish- 
ment of the initial or revised price. 
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ATTACHMENT III 


Excerrts FRoM PROCUREMENT STUDY—HEARINGS BEFORE THE PROCUREMENT SUBCOMMITTEE OF 
THE COMMITTEE ON ARMED SERVICES, UNITED STATES SENATE (PaRT I), FEB. 8 AND 9, 1960, 
pp. 53-64. 

EXxcEPTION 1—NATIONAL EMERGENCY 

(a) The statute 


Pursuant to 10 U.S.C. 2304(a)(1) purchases and contracts may be negotiated 
if “it is determined that such action is necessary in the public interest during a 
national emergency declared by Congress or the President.” 


(0) The historical background 


The use of negotiation during national emergencies has a long history. In 
all emergencies from the Civil War up to World War II, Congress authorized, 
in varying degrees, the negotiation method of procurement. Brief mention may 
be made of some of these prior exceptions to formal advertising : 

1. In 1864, Congress created” a limited exception to formal advertising by 
authorizing emergency procurement by Army quartermasters “in the most ex- 
peditious manner,” when necessary for the operations of any detachment of the 
Army. 

2. Around 1900 when we were involved in various military actions,* the War 
Department was authorized“ to procure ordnance items and supplies without 
advertising. 

3. In the crisis created by World War I, the National Defense Act of 1916 * au- 
thorized the Secretary of War to procure gages, tools, dies, jigs, fixtures, and 
other manufacturing aids, including specifications and drawings, without formal 
advertising. On April 12, 1917, the Secretary of War found that there was an 
emergency within the meaning of existing statutes providing for advertising 
and authorized the award of contracts without formal advertising. The Navy 
Department took similar action. 

4. Even before our entry into World War II, the necessity of preparing for 
whatever eventuality might occur had led the military departments to request 
and Congress to enact other laws authorizing negotiation. For example, the 
Army Appropriation Act of 1941” authorized obligating certain funds without 
formal advertising. In 1940, the Navy was authorized ™ to negotiate contracts 
for the acquisition, construction, or repair of naval vessels, aircraft and machine 
tools when in the interest of national defense. The Secretary of the Navy had 
been authorized ™ earlier in 1940 to contract for construction of naval aviation 
facilities without formal advertising. 


(c) Its present use 

Since this national emergency exception has generated so much congressional 
interest in the past, it is appropriate that this discussion fully explain where and 
why we use this authority and explore the possibilities of its future use. In 
doing so, our treatment of this first exception will necessarily be somewhat longer 
than that accorded some of the other exceptions which will follow. 

Although the national emergency declared pursuant to Presidential Proclama- 
tion 2914, dated December 16, 1950, still exists, the Assistant Secretary of 
Defense (Supply and Logistics) has restricted the use of this very broad negoti- 
ation authority to three specific situations. These are: 

(1) Procurements unilaterally set aside for small business firms; 

(2) Procurements made in keeping with our surplus labor area and 
disaster area programs; and 

(3) Procurements of property and services in connection with experi- 
mental, development, test, or research work from other than educational 
institutions, where the contract is over $2,500 but not more than $100,000. 

(1) Small business.—One of the important elements of the Department’s small 
business program is our set-aside procedure, where we reserve for exclusive 
small business participation individual, or classes of, procurements. Whether 
formal advertising or negotiation procedures are used, a set-aside consists, 
in brief, of reserving all, or a portion, of the procurement for small business 
concerns. The resulting contracts are negotiated contracts, even when small 


%13 Stat. 396. 

%The Spanish-American War (1898), the Philippine Insurrection (1899-1902), the 
Boxer Rebellion (1900). 

1 Acts of June 7, 1898, and Mar. 3, 1899, 30 Stat. 434, 1351. 

8 39 Stat. 213, 50 U.S.C. 82(b). 

1955 Stat. 366. 

54 Stat. 676. 

7154 Stat. 400. 
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business restricted advertising is used. This is so because restricting competition 
is consistent with a cardinal principle of formal advertising, namely, that there 
be full and free competition. 

Since the Small Business Act expressly authorizes joint set-asides, those made 
by the contracting officer and a representative of the Small Business Admin- 
istration, we use exception 17 for such set-asides. For unilateral set-asides, 
those made by the contracting officer alone, exception 1 is our only authority. 

Yn this connection, section 4(a) of S. 500 would recognize as formal adver- 
tising our “small business restricted advertising.” In the case of unilateral 
set-asides, this would give the Department permanent authority where none now 
exists. As Secretary McGuire testified last summer, we think this provision of 
§. 500 is meritorious and desirable. 

In addition, the Department recommended that specific recognition also be 
given to similar unilateral small business set-asides in negotiated procurements, 
which presently are only authorized under this national emergency exception. 

(2) Labor surplus and disaster areas.—It is our policy to aid labor surplus 
areas by placing contracts with concerns which will perform them in such areas. 
We do this to the extent it can be accomplished consistent with our procurement 
objectives. And in doing so, we comply with the prohibition in the Defense 
Appropriation Act that no price differentials shall be paid for the purpose of 
relieving economic dislocations. 

Here, again, we utilize set-aside procedures, and, since competition is similarly 
not “full and free,” the resulting contracts are negotiated contracts. Only the 
temporary authority of exception 1 is currently available for this program. 

Since the problems of economic dislocations are a matter of concern to every- 
body, consideration might to given to establishing some permanent authority 
forit. Although the disaster area program is activated only on special occasions, 
such as the destructive floods which Connecticut experienced a few years ago, 
the comments concerning labor surplus areas are equally applicable in principle 
to this program also. 

(3) Research and dcvelopment.—Since exception 11 expressly authorizes the 
negotiation of contracts for experimental, developmental, and research work, one 
may ask why any use of exception 1 is necessary. Section 2310 requires a 
secretarial determination and decision before the negotiation authority of ex- 
ception 11 may be used. With the ever-increasing importance of research and 
development contracts, the administrative burden of preparing and reviewing 
the volume of papers going forward to the Secretary for such decisions seemed 
all out of proportion to the need being served. Research and development work 
ean not be formally advertised. To require, then, all this paperwork merely 
for the Secretary to find what was readily apparenit—that research and develop- 
ment work was involved—served no real purpose. 

Accordingly, the decision was made that for the duration of the present 
national emergency such contracts in the amount of $100,000 or less would be 
negotiated under exception 1. This has been most helpful. During fiscal year 
1959, for example, 10,404 research and development contracts for $225 million 
of new procurement were negotiated under the national emergency exception. 
On the other hand, only 2,446 such contracts, but involving $1.4 billion, were 
negotiated following secretarial determinations and decisions under exception 11. 

Section 6 of S. 500 would authorize secretarial delegation of the authority to 
make the determinations and decisions required for exception 11. The Depart- 
ment believes this is a desirable amendment. If enacted, there would be no 
reason for using the authority of the national emergency exception for research 
and development work. 

Thus, were these suggested amendments adopted, we would have no occa- 
sion to use the authority of this exception during the current national emer- 
gency. Only in the event of a future national emergency would its utilization 
be necessary. 

EXCEPTION 2—PUBLIC EXIGENCY 
(a) The statute 


Pursuant to the authority of 10 U.S.C. 2304(a) (2), purchases and contracts 
may be negotiated if “the public exigency will not permit the delay incident to 
formal advertising.” 

(b) The historical background 


As was pointed out earlier, this exception had its origin in the act of June 23, 
1860,” which we termed a landmark statute. 





2 Note 9, supra. 
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(c) Its present use 

In order for this authority to be used, there must be a need of compelling 
and unusual urgency, as when the Government would be seriously injured, finan. 
cially or otherwise, if the supplies or services were not furnished by a certain 
date. It is also a prerequisite to the use of this authority that the item could 
not be procured by the required date by means of formal advertising. 

We use this authority, for example, when supplies or services are needed 
immediately because of a fire or flood, or when essential equipment for on repair 
to a ship or aircraft are needed at once for performance of their operational 
missions. 

EXCEPTION 3—SMALL PURCHASES 
(a) The statute 

Pursuant to 10 U.S.C. 2304(a) (3), purchases and contracts may be negotiated 

if “the aggregate total involved is not more than $2,500.” 


(b) The historical background 

For many years congressional authority has existed for negotiated procure 
ment of low-dollar items. In 1892, negotiated procurement of Army ordnance 
supplies in amounts not more than $200 was authorized.” Similar authorization 
was granted the Quartermaster General by laws enacted in 1894™ and 1898.* 
The amount was raised to $500 and applied across-the-board to all supplies in 
1906 and 1907 for both the War™ and Navy™ Departments. This $500 maxi- 
mum continued until enactment of the Armed Services Procurement Act of 1947 
when it was increased to $1,000. Finally, in 1958,” it was increased to the pres- 
ent ceiling of $2,500. 


{c) Its present use 

In the previous presentation, as you will recail, we pointed out the large 
volume of procurement actions which are negotiated under this exception, who 
and where the contracting officers were who used it and the reason why it is 
so valuable and necessary an authority in our operations. The reason for this 
exception lies in the administrative costs of the formal advertising procedures. 
Because in small dollar purchases, these administrative costs would often out- 
weigh the value of such purchases and would greatly and unnecessarily increase 
the costs of the procurement of all low dollar items, Congress considered it good 
business that such purchases should be negotiated. As the Senate Committee 
on Government Operations stated at the time the ceiling was raised to $2,500— 

“Increased competition and lower prices would flow from the simplification, 
speed, and similarity to commercial practice [which] regulated negotiation of 
small procurements would provide. Administrative savings to the Government 
would also result from the lesser cost in such cases of negotiated procurements 
as compared with formally advertised procurements.” ” 

Widespread informal competition is obtained in our small purchase procedure, 
As previously stated, ASPR 1-301 requires that our procurements shall be made 
on a competitive basis, whether by formal advertising or by negotiation, to the 
maximum practicable extent. This applies equally to small purchases, our re- 
quirement being that reasonable solicitation of quotations from qualified sources 
must be secured for all purchases over $100. And for procurements of $100 or 
less, ag pointed out earlier, we require such purchases to be distributed equitably 
over a period of time among qualified suppliers. 


EXCEPTION 4—-PERSONAL OR PROFESSIONAL SERVICES 


(a) The statute 

Pursuant to 10 U.S.C. 2304(a) (4), purchases and contracts may be nego 
tiated if “for personal or professional services.” 
(b) The historical background 


This negotiation authority is derived, as was the case in exception 2, from 
the act of June 23, 1860, as incorporated into Revised Statutes 3709. It exempted 
contracts for personal services from the requirement of formal advertising. 


27 Stat. 182. 

% 28 Stat. 238. 

* 30 Stat. 322. 

26 34 Stat. 258. 

2 34 Stat. 1193. 

% Act of Aug. 28, 1958, Public Law 85-800. 

*S. Rept. No. 2201, Government Operations Committee, 85th Cong., Aug. 5, 1958, p. 5. 
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However, the amendment to section 3709, in 1946, phrased this exception “when 
the services are required to be performed by the contractor in person and are 
(A) of a technical and professional nature or (B) under Government supervi- 
sion and paid for on a time basis.” ” 
(c) Its present use 

Although neither the Armed Services Procurement Act nor its codification 
in 10 U.S.C. 2304(a) (4) carried forward the limiting language of the 1946 
amendment, the Department of Defense has considered that the use of this 
authority for personal services is subject to the same conditions as embodied 
in that amendment. Accordingly, in the case of personal services, we require 
not only that they must be performed by a contractor in person (not by a firm). 
but also they must either be of a technical nature or must be performed under 
Government supervision and paid for on a time basis. Substantially the same 
conditions apply to professional services, except they may be performed either 
by an individual contractor or by a firm. 

Our use of exception 4 is not extensive. 


EXCEPTION 5——-SERVICES OF EDUCATIONAL INSTITUTIONS 


(a) The statute 


Pursuant to the authority of 10 U.S.C. 2304(a) (5), purchases and contracts 
may be negotiated if “for any service to be rendered by any university, college, 
or other educational institution.” 

(b) The historical background 

This negotiation authority originated in the Armed Services Procurement 
Act of 1947. It was inserted in the armed services procurement bill by the Senate 
in order to permit the military departments to negotiate contracts for necessary 
research assistance and for the training of personnel sent to educational 
institutions. 

(c) Its present use 

Our use of this negotiation authority is for— 

(i) educational or vocational training services to be performed by 
educational institutions in connection with the training and education of 
personnel, and for necessary material and supplies incidental thereto, and 

(ii) experimental, development, or research work and analyses, studies, 
or reports, to be conducted by such institutions. 


EXCEPTION 6—PURCHASES OUTSIDE THE UNITED STATES 


(a) The statute 


Pursuant to the authority of 10 U.S.C. 2304(a) (6), purchases and contracts 
may be negotiated if “for property or services to be procured outside the United 
States, and its territories, possessions, and Puerto Rico.” 

(b) The historical background 

The Navy, since 1845, had a similar, although more limited authority to 
purchase supplies “which it may be necessary to purchase out of the United 
States for vessels on foreign stations.” The legislative purpose of broadening 
this negotiation authority in the Armed Services Procurement Act of 1947 was 
to enable contracting officers in oversea areas to conform to business methods in 
general use in those areas. 


(c) Its present use 


We use the authority of this exception to procure supplies to be shipped from, 
delivered, and used, or services to be performed, outside the United States, its 
territories, possessions, and Puerto Rico—regardless of the place where the 
contract is negotiated or executed. 


EXCEPTION 7—-MEDICINES OR MEDICAL SUPPLIES 


(a) The statute 


Pursuant to 10 U.S.C. 2304(a) (7), purchases and contracts may be negotiated 
if “for medicine or medical supplies.” 





60 Stat. 809. 
% Act of March 3, 1845, 5 Stat. 794, Rev. Stat. 3721. 
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4b) The historical background | 


As far back as 1845, Congress authorized * the Navy Department to negotiate 
the purchase of medicines in lieu of formal advertising, and, in the act of 
February 27, 1893,” also authorized the negotiation of contracts for medicines and 
medical supplies by the War Department. 


(c) Its present use 


This negotiation authority is used with respect to such supplies as are peculiar 
to the field of medicine. These include technical equipment such as surgical 
instruments, surgical and orthopedic appliances, X-ray supplies and equipment, 
and the like; but not prosthetic equipment. We do not use exception 7, how- 
ever, if the procurement may also be negotiated under the exceptions for small 
purchases or oversea procurement. 

Further, whenever it is practical to do so, we give suitable advance 
publicity of at least 15 days of the proposed purchase where the probable cost 
of the procurement will exceed $10,000. 


EXCEPTION 8—-SUPPLIES PURCHASED FOR AUTHORIZED RESALE 


(a) The statute 


Pursuant to 10 U.S.C. 2304(a) (8), purchases and contracts may be negotiated 
if “for property for authorized resale.” 


(b) The historical background 


Although this exception provides for what is literally a new grant of authority 
in the enactment of the Armed Services Procurement Act of 1947, nevertheless it 
was intended that this authority will ordinarily be used only for purchases of 
articles with brand names or of a proprietary nature, as requested by patrons 
of retail activities. So limited, this exception 8 amounts to little more than a 
specific application of the general exception to Revised Statutes, section 3709, 
for proprietary purchases where it is impractical to secure competition. 


(c) Its present use 


As just indicated, we limit our use of this negotiation authority to brand name 
items and articles of a proprietary nature which a retail activity must carry to 
meet the demands and preferences of its customers. Here also, we require, 
wherever it is practicable, suitable advance publicity of the proposed purchase 
when the probable cost of supplies purchased for authorized resale under this 
exception will exceed $10,000. 


EXCEPTION 9——-PERISHABLE AND NONPERISHABLE SUBSISTENCE SUPPLIES 


(a) The statute 


Pursuant to 10 U.S.C. 2304(a) (9), purchases and contracts may be negotiated 
if “for perishable and nonperishable subsistence supplies.” 


(bv) The historical background 


The Navy Department had specific authority to procure certain perishable 
Subsistence items without advertising for a long time, namely, butter and cheese 
since 1847,“ preserved meats, pickles, and dried vegetables since 1861,” and 
flour and bread since 1867.” 

In section 2(c) (9) of the Armed Services Procurement Act of 1947, the excep- 
tion was broadened to include all perishable subsistence supplies. The purpose 
in enlarging this authority was well expressed in the report of this committee 
made at that time: 

“Many of these [perishable subsistence items] cannot be described in the 
usual manner and their specifications are normally inadequate to provide a basis 
for advertising for bids. Under the advertisement system, the produce dis- 
tributor is required to guarantee the availability of a specific quantity of a 
predetermined quality at a stated place at a specified future date. This he is 
usually unable to do. Thus, the only businesslike method of buying such items 
is by evaluation after visual inspection at the time and place such perishable 


%2 Tbid. 

#27 Stat. 485. The act of Oct. 10, 1940, 54 Stat. 1110, consolidated this authority with 
-other exceptions to Rev. Stat. 3709. 

“9 Stat. 172, Rev. Stat. 3721. 

% 12 Stat. 265, Rev. Stat. 3726. 

% 12 Stat. 818, Rev. Stat. 3727. 
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items are offered, and by purchase at current wholesale prices. Common produce 
items such as tomatoes or lettuce furnish excellent examples. Delay of only a 
few days in marketing items such as these seriously influence the factor of 
‘freshness’ which is paramount in determining the quality and, therefore, in 
determining a reasonable price.” 

Finally, by an amendment effective August 28, 1958, this exception was further 
proadened to cover nonperishable subsistence supplies as well. The marketing 
methods employed for such nonperishables as canned goods and frozen foods had 
demonstrated the need to negotiate the requirements for such supplies while in 
the crop stage, something not feasible under the formally advertised method 
of procurement. 


(c) ts present use 


‘he negotiation authority of exception 9, as indicated above, is used for the 
purchase of all subsistence supplies, both perishable and nonperishable, except 
when the procurement is also authorized by the small purchase and oversea 
procurement exceptions. 


EXCEPTION 10—SUPPLIES OR SERVICES FOR WHICH IT IS IMPRACTICABLE TO SECURE 
COMPETITION BY FORMAL ADVERTISING 
(a) The statute 


Pursuant to 10 U.S.C, 2304(a) (10), purchases and contracts may be negotiated 
if “for property or services for which it is impracticable to secure competition.” 


(b) The historical background 


In enacting the Armed Services Procurement Act of 1947, this exception was 
intended to make available to all the armed services a similar exception from 
formal advertising given to the War Department in 1901, for purchases “where 
it is impractical to secure competition.” The Attorney General and the Comp- 
troller General had consistently ruled” that formal advertising was not re- 
quired by section 3709 of the Revised Statutes in circumstances which made 
competition impracticable. 

However, the congressional committees who considered the armed services 
procurement bill were aware that there had been a long line of strict interpreta- 
tions of section 3709 (for the most part by the Comptroller General), as the 
result of which the Comptroller frequently had overruled decisions of Govern- 
ment purchasing agencies on the question whether or not it was in fact imprac- 


' ticable to secure competition in a given case. In this connection, the report of 


this committee stated : 

“In approving this section the committee is aware that there has been a long 
line of strict interpretations placed upon contracts or purchases made where 
agencies felt it was impracticable to secure competition. It believes that under 
the terms of earlier legislation such decisions were probably in accord with the 
intent of Congress. However, this section is intended to place the maximum 
responsibility for decisions as to when it is impracticable to secure competition 
in the hands of the agency concerned. The experiences of the war and con- 
tracts negotiated since the war in the fields of stevedoring, ships’ repairs, charter- 
ing of vessels, where prices are set by law or regulations, or where there is a 
single source of supply, have shown clearly that the competitive bid-advertising 
method is not only frequently impracticable but does not always operate to the 
best interests of the Government. It is, therefore, intended that this section 
should be construed liberally and that review of these contracts should be con- 
fined to the validity and legality of the action taken and should not extend to 
reversal of bona fide determinations of impracticability where any reasonable 
ground for such determination exists.” 


(c) Its present use 


Numerous situations, which were referred to in the committee hearings just 
mentioned, have been expressly enumerated in ASPR 3—210.2. These are repre- 
sentative of examples of purchases wherein formal advertising is not feasible 
and, therefore, as to which it is impracticable to secure competition within the 
meaning of the negotiation authority of exception 10. Such is the case, for 





* §. Rept. No. 571, supra, note 12, at 7-8. 
%31 Stat. 905. 

*® Note 10, supra. 

“SS. Rept. No. 571, supra, note 12, at 8. 








348 GOVERNMENT PROCUREMENT—1960 


example, (i) where there is a single source of supply; (ii) when it is impossible 
to draft adequate specifications or an adequate description for use in an invita- 
tion for bids; (iii) when supplies or services are proprietary to one supplier 
because of patent rights, secret processes, control of basic raw materials, or 
similar conditions; and (iv) when the supplies or services are of a special 
nature such as public utility services, individual maintenance or repair work, 
stevedoring and warehousing services, training film or motion picture produce 
tions, and the like. 

We have recognized that use of this broad negotiation authority must be con- 
trolled. Accordingly, definite steps have been taken to circumscribe its use. 

Notwithstanding the fact that chapter 137 of title 10 does not require any 
determination and decision to be made before the authority of this exception 
may be used, ASPR 3-210.3 specifically lays down this requirement. Every 
contract negotiated under this authority must be accompanied by a signed 
statement of the contracting officer justifying its use. We also require a copy 
of this statement to be sent to the General Accounting Office with a copy of the 
contract. 

Additionally, ASPR 3-210.3 imposes the further requirement in any procure- 
ment in excess of $50,000, where the reason for the proposed use of exception 10 
is because “it is impracticable to draft specifications adequate for formal adver- 
tising,”’’ that the decision to negotiate on such basis must be made at a higher 
level than that of the contracting officer. 

Finally, we have provided that exception 10 may not be used when negotiation 
is expressly authorized by any other exception, other than exception 12. 


EXCEPTION 11—EXPERIMENTAL, DEVELOPMENTAL, OR RESEARCH WORK 


(a) The statute 

Pursuant to 10 U.S.C. 2304(a) (11), purchases and contracts may be negotiated 
if “for property or services that he [the Secretary] determines to be for experi- 
mental, developmental, or research work, or for making or furnishing property 
for experiment, test, development, or research.” 


(b) The historical background 

This exception is substantially a restatement, and an extension to other mili- 
tary departments, of the authority given to the Navy Department by act of 
August 1, 1946,“ which established the Office of Naval Research. Section 6 of 
that act authorized the negotiation of experimental, developmental, and research 
contracts. 

It was felt by Congress that the experience gained before and during World 
War II proved that the continuation of programs for research and development 
was of prime importance and that the very nature of such programs and of 
contracts related thereto was inconsistent with procurement by formal advertis- 
ing. Not only was the field of possible contractors in many cases very limited, 
but also a research or development contractor would usually have to be selected 
on the basis of special skills and exceptional facilities in much the same manner 
that an individual would seek the services or professional advice of an expert. 
Furthermore, in research and development contracts, it is impossible to make 
accurate forecasts of costs, thereby making it necessary to enter into cost- 
reimbursement type contracts, which, on the one hand, are not permitted with 
respect to contracts entered into by advertising and, on the other hand, require 
greater care and independence of contracting than would be necessary in the 
case of fixed-price contracts or would be possible in the case of procurement by 
advertising. 


(c) Its present use 

This negotiation authority is basically twofold: (i) applying to experimental, 
developmental, or research work; and (ii) applying to the furnishing of sup 
plies for such work. With respect to the former, we use this authority for 
(i) contracts relating to theoretical analysis, exploratory studies, and experi- 
mentation in any field of science or technology; (ii) development contracts call- 
ing for the practical application of investigative findings and theories of a 
scientific or technical nature; and (iii) services, tests and reports incidental 
to the foregoing. With respect to the latter, we use this authority for the pur- 
chase of equipment or supplies (such as parts, accessories, patent rights thereto, 


“ 60 Stat. 780, 10 U.S.C. 7522. 
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and drawings and design thereof) necessary for and used in connection with any 
existing research or development program. 

We do not use this exception, of course, to purchase any and all supplies 
used in research and development work. For example, if coal or oil is needed 
to heat a building in which research work is being done or is used in connection 
with testing research equipment, procurement is effected by formal advertising, 
not by negotiation under this exception. 

Additionally, we do not use this negotiation authority for quantity production 
contracts. However, a research or development contract which calls for the 
production of a reasonable number of experimental or test models or prototypes, 
is not regarded as a contract for quantity production. 

As we pointed out earlier, contracts negotiated with educational institutions 
for this type of work are negotiated under the authority of exception 5. We 
also discussed under exception 1 the fact that, and the reasons why, contracts 
for research and development work under $100,000 were not negotiated under 
exception 11. All we wish to add to our previous remarks is to repeat our sup- 
port of section 6 of S. 500, which would permit a Secretary to delegate the au- 
thority to make the determinations and findings now required by 10 U.S.C. 2311. 


EXCEPTION 12—CLASSIFIED PURCHASES 
(a) The statute 
Pursuant to 10 U.S.C. 2304(a) (12), purchases and contracts may be nego- 
tiated if “for property or services whose procurement he [the Secretary] deter- 
mines should not be publicly disclosed because of their character, ingredients, 
or components.” 


(b) The historical background 
Although this exception is substantially a new negotiation authority, at least 


_in its broad coverage and in its extension to all the services, nevertheless there 


have been in existence three Army statutes which granted certain negotiation 
authority along the lines of the authority granted by this exception 12. Thus, 
the act of May 11, 1908,° authorized the War Department to purchase ordnance 
equipment in such a manner as was deemed most economical and efficient, 
whenever the public interest would be injured by publicly divulging the char- 
acter or ingredients of such equipment; the act of May 15, 1936,“ extended the 
aforementioned authority to cover chemical warfare and signal property; and 
the act of July 13, 1939,“ extended the authority to cover aircraft parts, instru- 


ments and aeronautical accessories. 


(c) Its present use 


We use this authority for contracts classified “Confidential” or higher, or 
where because of other considerations, such as when the quantity of an unclas- 
sified item being purchased might be of strategic significance to a potential 
enemy, the contract should not be publicly disclosed. ASPR 3~-212.3 also pro- 
hibits the use of this exception when negotiation is authorized by any other 
of the 17 exceptions, except exception 4. 

Here, also, as in regard to exception 11, the Department favors enactment of 
section 6 of S. 500. 


EXCEPTION 13—-TECHNICAL EQUIPMENT REQUIRING STANDARDIZATION AND INTER- 
CHANGEABILITY OF PARTS 
(a) The statute 


Pursuant to 10 U.S.C. 2304(a) (13), purchases and contracts may be nego- 
tiated if ‘for equipment which he [the Secretary] determines to be technical 
equipment when standardization and the interchangeability of whose parts are 
necessary in the public interest and whose procurement by negotiation is neces- 
sary to assure that standardization and interchangeability.” 


(b) The historical background 


This exception originated in the Armed Services Procurement Act of 1947. 
It grew out of the need to be able to negotiate purchases of additional units and 
replacement spare parts and items, the initial procurement of which, for the 
most part, would have been made by competitive procurements. Congress 





“35 Stat. 125. 
#49 Stat. 1277. 
“53 Stat. 1000. 








350 GOVERNMENT PROCUREMENT—1960 


agreed that the military importance and the financial savings resulting from 
standardized equipment and interchangeable parts made it essential that we be 
able to standardize on major items of technical equipment; and, having done 
so, that additional or replacement units and interchangeable spare parts be pro- 
cured by negotiation. 


(c) Its present use 

Since standardization of equipments restricts normal competition and results 
in most cases in noncompetitive procurement, we have prescribed very specific 
criteria which must be met before a determination to standardize technical equip. 
ments and related components and spares may be made: 

(i) The items must be for tactical use or for use in theaters of opera- 
tions, or on board naval vessels, or at advanced or detached bases. Thus, 
items of technical equipment which are for exclusive use in the continental 
United States are not frequently standardized. 

(ii) The determination must be reviewed at least every 2 years. 

(iii) The determination cannot be utilized for the initial procurement of 
the related equipment or parts. It may apply, however, to the procurement 
of later types and models of the particular equipment which has been 
standardized. 

(iv) A current or recurring requirement for the equipment must exist. 

In making a deiermination to standardize on specific technical equipment 
consideration is also given to such factors as (i) the effect of the proposed 
standardization upon the capability to procure the equipment at reasonable 
prices; (ii) the practicability of interchangeability of parta and cannibalization 


of equipment; and (iii) whether standardization will appreciably reduce the 


quantity of spare parts that must be carried in stock. 

Standardization determinations have been made, for example, in the field of 
small engines and trucks. 

This exception also requires a Secretarial determination and finding before 
its authority may be used. Unlike the cases of exceptions 11 and 12 where the 
Department favored the enactment of section 6 of S. 500, the responsibility to 
make determinations and decisions under exception 13 should not be delegated 
below the Secretarial level. The authority to negotiate procurement of one or 
two manufacturers’ products to the exclusion of others must be safeguarded. 


Accordingly, the Department recommended last summer that the present statv- | 
tory requirement that determinations and decisions under exception 13 be made 


at the Secretarial level should be maintained. 


EXCEPTION 14—TECHNICAL OR SPECIALIZED SUPPLIES REQUIRING SUBSTANTIAL 
INITIAL INVESTMENT OR EXTENDED PERIOD OF PREPARATION FOR MANUFACTURE 


(a) The statute 


Pursuant to 10 U.S.C. 2304(a) (14), purchases and contracts may be nego- 
tiated if “for technical or special property that he [the Secretary] determines to 


require a substantial initial investment or an extended period of preparation for | 


manufacture and for which he determines that formal advertising and com- 
petitive bidding might require duplication of investment or preparation already 
made, or would unduly delay the procurement of that property.” 


(b) The historical background 

This exception also originated in the Armed Services Procurement Act of 1947. 
It grew out of the need to be able to negotiate contracts for such technical and 
complex items as aircraft, tanks, radar, missiles, rockets, and other such items 
of specialized equipment. The feeling of Congress concerning the necessity for, 
and purpose of, this authority was well expressed by the House Armed Services 
Committee: 

“* * * This authority is essential for the proper procurement of such items 
as military and naval aircraft, tanks, military and naval radar, guided missiles, 
rockets, and other technical equipment. To award contracts for such items 
after advertising for sealed bids would be highly time consuming and wasteful 
and would leave the procuring service with no assurance that it would secure 
supplies of the proper quality. 

“Such items can be procured to the best advantage from a contractor who, 
as a result of having developed the item for its production, has already done a 
considerable amount of preparatory work and acquired the necessary know-how 
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and shop practices which are the core of all mass production techniques by which 
intricate mechanisms of high quality are produced rapidly and cheaply. To 
award a contract for such an item to the lowest bidder would mean either that 
it would go to a contractor entirely unfamiliar with the item but who has 
unwisely made a low bid, or that it would go to the trained contractor, whose 
pid would only have to be low enough to shade any other bidder, and so might 
include some or all of the tooling and other preparatory charges previously 
incurred, and thus permit an unreasonable profit. If the award should be made 
to the untrained contractor, he would then have to go through the entire develop- 
ment and educative processes, thereby delaying the ultimate production of the 
item, with no assurance that it would ever be produced properly. Furthermore, 
where the unsuccessful bidder has previously had Government development con- 
tracts, the money spent on these contracts both by the Government and the con- 
tractor, will have been largely wasted. On the other hand, if the services have 
the authority to negotiate such purchases, they can give the contract to the con- 
tractor already familiar with the item and negotiate the price on the basis of a 
careful analysis of the estimated costs and actual cost experience, to be certain 
that the Government will secure the full benefit of any development contracts 
previously performed by the contractor. In addition, because of his already 
acquired production experience, the high degree of quality necessary in such items 
can thereby be reasonably assured.” “ 


(c) Its present use 


As the above so well indicates, this negotiation authority is used where it is 
preferable to place a production contract with the supplier who developed the 
equipment. This assures to the Government the benefits of the techniques, tool- 
ing, and equipment already acquired by that supplier. It also avoids undue 
delay arising from the fact that a new supplier would have to acquire such tech- 
niques, tooling, and equipment. 

The use of this exception generally involves important background factors, 
such as (i) high starting costs; (ii) preliminary engineering and development 
work not usable by another supplier; (iii) elaborate special tooling; (iv) sub- 
stantial time and effort already expended in prototype development; and (v) 
the likelihood of important design changes. 

We limit the use of this negotiation authority, of course, to technical or spe- 
cialized supplies, examples of which we have already listed. 

Finally, we wish to state, as we did under exceptions 11 and 12, that 
the Department of Defense supports section 6 of S. 500 in its application to 
exception 14. 

EXCEPTION 15—-NEGOTIATION AFTER ADVERTISING 


(a) The statute 


Pursuant to 10 U.S.C. 2304(a) (15), purchases and contracts may be nego- 
tiated if “for property or services for which he [the Secretary] determines that 
the bid prices received after formal advertising are unreasonable as to all or 
part of the requirements, or were not independently reached in open competition, 
and for which (A) he has notified each responsible bidder of intention to nego- 
tiate and given him reasonable opportunity to negotiate; (B) the negotiated 
price is lower than the lowest rejected bid of any responsible bidder, as deter- 
mined by the head of the agency; and (C) the negotiated price is the lowest 
negotiated price offered by any responsible supplier.” 


(b) The historical background 


This exception also originated in the Armed Services Procurement Act of 
1947. Its purpose is to protect the Government in situations where formal 
advertising is at first used, but results in excessive or collusive bids. In either 
of these situations, the only effective course of action is to negotiate in order 
to break the price line and thereby obtain the needed supplies at reasonable 
prices. Even though resort might be made in certain cases to the antitrust laws, 


any relief resulting therefrom would be too slow and too late to be of practical 
use. 





“H. Rept. No. 109, Armed Services Committee, 80th Cong., Mar. 10, 1947, pp. 13-14. 


54469 O60 24 





352 GOVERNMENT PROCUREMENT—1960 


(c) Its present use 

We use this negotiation authority in the circumstances mentioned above, 
Resort to this exception permits us to obtain the supplies when needed and at 
reasonable prices. At the same time, it also permits initiation of corrective 
action to prevent recurrence of collusive bidding in any case where further ip. 
vestigation revealed violations of the antitrust laws. In this latter connection, 
10 U.S.C. 2305(c) requires that any evidence of bids not independently arrived 
-at be referred to the Attorney General for appropriate action. 

Here again, the Department favors section 6 of 8S. 500, which, if enacted, would 
permit the Secretaries to delegate the determinations and decisions now required 
to be made by them under exception 15. 


EXCEPTION 16—PURCHASES IN THE INTEREST OF NATIONAL DEFENSE OR INDUSTRIAL 
MOBILIZATION 

(a) The statute 

Pursuant to 10 U.S.C. 2304(a) (16), purchases and contracts may be nego. 
tiated if “he [the Secretary] determines that (A) it is in the interest of nationa) 
defense to have a plant, mine, or other facility, or a producer, manufacturer, or 
other supplier, available for furnishing property or services in case of a national 
emergency; or (B) the interest of industrial mobilization in case of such an 
emergency, or the interest of national defense in maintaining active engineering, 
research, and development, would otherwise be subserved.” 


(0) The historical background 


The principle of this exception was recognized in the act of June 16, 1936, 
under which the Secretary of War was authorized, subject to the approval of the 
President, to place so-called educational orders for special munitions with se 
lected concerns in order to familiarize them with their manufacture. The ex- 
perience of World War II made this negotiation authority essential. In a 
national emergency, such as the one declared on December 16, 1950, there is not 
time for the reorganization of industrial strength so as to speedily adapt to the 
needs of war. The purpose of this exception, then, is to serve as an instrument 
of preparedness by permitting the development of industrial facilities and pro 
duction know-how necessary to keep pace with industrial requirements which 
arise out of the discovery and application of new weapons. It also is necessary 
in order to maintain a basic core of plants, facilities and skills which will be 
available when and if needed. 


(c) Its present use 


This exception is used to carry out such plans and programs as are evolved 
under the direction of the departmental Secretaries to provide incentives to 
manufacturers to maintain and keep active engineering and design staffs and 
. manufacturing facilities for mass production. It is used, for example, (i) when- 
ever it is necessary to keep vital facilities or suppliers in business or to make 
them available in the event of a national emergency, and (ii) when it is neces- 
sary to negotiate with certain suppliers to train them in the furnishing of critical 
supplies to prevent the loss of their availability or employee skills, or to maintain 
active engineering, research, and development work. 


EXCEPTION 17-—-OTHERWISE AUTHORIZED BY LAW 


(a) The statute 


Pursuant to 10 U.S.C. 2304(a) (17), purchases and contracts may be negotiated 
if ‘otherwise authorized by law.” 


(6) The historical background 


This exception originated in the Armed Services Procurement Act of 1947. 
Its purpose was to preserve the statutory authority to negotiate contracts as 
contained in permanent legislation and not repealed by the Armed Services Pro- 
curement Act of 1947. It is also important to note that this exception has the 
effect, in addition to preserving the negotiation authority of prior permanent 
legislation, of permitting negotiation under any relevant afterenacted law, such 
as title II of the First War Powers Act as it existed during its reactivation 


52 Stat. 707. 
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and prior to its expiration in 1958. Certain relatively major preexisting acts 
were specifically referred to in the hearings held on the armed services procure- 
ment bill as illustrating earlier laws which would be preserved by virtue of ex- 
ception 17. These are— 
1. The Aircraft Procurement Act of 1926.” 
2. Architectural or engineering services: Act of April 25, 1939.* 
3. Transportation services by common carriers: The Transportation Act 
of 1940.” 
4. Services and materials for research: Act of August 1, 1946.” 
5. Temporary employment of experts and consultants: Act of August 2, 
1946." 


(c) Its present use 


In addition to the above, we use exception 17, as has previously been men- 
tioned, in negotiating the procurement of joint setasides for small business, 


CONSTRUCTION WORK 


All our discussion up to now has been directed toward the procurement of 
supplies and services. Our treatment would not be complete, however, unless we 
also cover construction, for 10 U.S.C. 2304(a) also applies to the procurement of 
public works, buildings, and facilities. 

By virtue of section 2304(c), certain of the exceptions we have just gone over 
are inapplicable to procurement of construction work within the United States. 
This section does not authorize negotiation of a contract to construct or repair 
any building, road, sidewalk, sewer main, or similar item, unless it is made under 
exceptions 1-3, 10-12, or 15. 

Although this statutory preference for formally advertised procurement of 
construction does not apply if it is to be performed outside the United States, 
it is our policy to formally advertise such procurements whenever it is possible 
to do so. Where formal advertising is not feasible for construction work out- 
side the United States, negotiation may be used. Exception 6 is normally used, 
but any of the 17 exceptions may be used if more appropriate. We do not, how- 
ever, permit the use of exception 6 for any construction work to be performed in 
the territories or possessions of the United States or in Puerto Rico. 

Thus, the procurement statutes under which we operate have grown out of 
the experience of 150 years. This discussion, we trust, has shown both the 
background of our present procurement law and why its provisions are still nec- 
essary for proper accomplishment of defense procurement. 





4744 Stat. 787 (1926), now codified in 10 U.S.C. 2271 ( 
#53 Stat. 591 (1939), now codified in 10 U.S.C. 7212 (1958) 
54 Stat. 954, 49 U.S.C. 65 (1952). 
© 60 Stat. 780 (1946), now codified in 10 U.S.C. 7522 (1958) 
5 60 Stat. 810 (1946), 5 U.S.C, 55a (1952). ; 
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ATTACHMENT IV 





PROCUREMENT STUDY ' 


STATEMENT OF PERKINS McGUIRE, ASSISTANT SECRETARY OF 
DEFENSE (SUPPLY AND LOGISTICS); ACCOMPANIED BY G. ¢. 
BANNERMAN, JOHN J. PHELAN, J. NASH, AND COMDR. J. wy. 
MALLOY—Resumed 


SPECIFICATIONS 


Mr. Puetan. Several references have been made to specifications 
in the course of these presentations. We discussed them first in con- 
nection with the authority to negotiate under exception 10. Secondly, 
in the preceding presentation, we pointed out the importance of speci- 
fications to the effective use of the formal advertising method of pro. 
curement. In both instances, however, the treatment or discussion of 
specifications was incidental to the explanation of some other basic 
matter. 

Now, we feel, it is time to take a more direct look at specifications, to 
see where they come from, what kinds there are, how they affect com- 
petition, and how they are used in defense procurement. 

Before any invitation for bids or request for proposals can be is- 
sued, or any contract made, we have to define what the item or serv- 
ice is that we need—in other words, what is the subject matter of the 
procurement. 

The definitive or descriptive words identifying this subject matter, 
we call specifications. This identification of what we want, therefore, 
is the heart of each procurement. It is the basis upon which bids 
are made, proposals are offered, negotiations are conducted, and our 
contracts are made. In using specifications, we have two purposes to 
achieve: first, to specify our requirements for (a) an item, material, 


process, or service, and (6) its preservation, packaging, packing, and, 


g; 1 the Government 
will determine whether these contract requirements have been met. 
At the beginuning, it would be helpful to point out where our speci- 
fications come from and what kinds of specifications we have. Some 
mention of these preliminary matters would afford a background for 
some of the specific matters that will come up later on. 


marking; and second, to establish criteria by whic 





' Excerpts from Procurement Study, Hearings before the Procurement Subcommittee of the Com- 


mittee on Armed Services, U.S. Senate, 86th Cong., 2d sess. (part 1), Feb. 8 and 9, 1960, pp. 72-78. 





| 





we | 


e ce 


o,pP Oo 


a4 ae. oe” 0 OU ll 8.6 fe 








n- 
ry, 
ci- 
r0- 
of 
sic 


GOVERNMENT PROCUREMFNT—1960 355 


ORIGIN OF SPECIFICATIONS 


At the head of our specification series, we have what are called 
Federal specifications and coordinated Military specifications. ‘The 
former are coordinated and issued by the General Services Adminis- 
tration; the latter are ae for use by the Department of Defense. 

They may be explained as follows: 

1. Federal specifications. These cover materials, products, or serv- 
ices used by at least two Federal agencies (at least one of which is 
civilian) or new items of general application. A Federal specifica- 
tion, when published, supersedes all antecedent specifications for the 
same material, product, or service, and its use is mandatory, where 
applicable. ts : . 

2. Coordinated Military specifications (MIL). These are developed 
to cover materials, products, or services of primary interest to mili- 
tary activities. These specifications, when published, likewise super- 
cede all antecedent specifications for the same material, product, or 
service. Where applicable, their use is mandatory upon the military 
departments. 

These basic specifications generally are not applicable and we 
are not obligated to use them when, for example, our purchase is a 
one-time procurement, or is not in excess of $2,500, when we are pur- 
chasing for authorized resale, or when the purchase is of items for 
test or evaluation or is incident to research and development. 

When it is determined, in accordance with procedures established 
by the Assistant Secretary of Defense (Supply and Logistics) under 
the Defense standardization program, that neither Federal nor coor- 
dinated military specifications meet our essential need in a given case, 
we can use either an interim Federal specification or a limited coor- 
dinated military specification. 

A brief identification of these follows: 

1. An interim Federal specification is prepared and issued by a 
single agency. It is intended for final processing as either a new or 
revised Federal specification. Other agencies have the option to use 
it before it is completely coordinated and promulgated as a Federal 
specification. 

2. A limited coordinated Military specification is issued by a mili- 
tary department to cover items in which it only has an interest or to 
satisfy an immediate procurement need. 

Moreover, where no applicable detailed specification exists, purchase 
descriptions may be used. A purchase description sets forth the 
essential characteristics and functions of the item desired. In the case 
of services, it outlines to the greatest degree practicable the specific 
services we want the contractor to perform. 

The minimum acceptable purchase description is the identification 
of a requirement by use of a brand name followed by the words “or 
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equal.” We use this only as a last resort when a more detailed descrip. 
tion cannot feasibly be made available in time for the procurement at 
hand—and, when we can, we indicate more than one brand. 

The words “or equal” are not added, of course, when only a par. 
ticular perce will meet the essential needs of the Government, as 
where, for example, the item can only be procured from one source, or 
the item is being purchased for resale and only the particular brand 
meets the demands of the patrons of the retail activity. 

We also get specifications from our contractors. In contracts for 
the development of weapons, it is the responsibility of the contractor 
under the performance specification to develop the necessary detailed 
design specifications. We will go into this in a later presentation 
dealing with weapon systems. 

Most EN, besides being classified on the basis of origin 
and coordination, are generally placed in one or the other of the two 
categories of specifications we wish to discuss next. 





DESIGN AND PERFORMANCE OF SPECIFICATIONS 


A design specification spells out in detail the materials to be used, 
their size and shape, and how the item is to be fabricated and con- 
structed. It provides a completely defined item, capable of manv- 
facture by any competent manufacturer in the industry. 

Performance specifications, however, express our requirements in 
such terms as capacity, function, or operation of equipments. In this 
type of specification, the details of Re fabrication, and internal 
structure are left to the option of the contractor, except that certain 
feaures or parts may specifically be required. 

It should be understood, however, that rarely is either of these two 
extremes achieved. Practically speaking, almost never is a specifica- 
tion either a 100 percent design specification on the one hand, or com- 
pletely a performance specification on the other. Actually, nearly 
every specification contains some elements of both types. Our char- 
acterization of a specification as “design” or “performance” therefore, 
merely reflects whichever type, design, or ealforantbs, predominates. 

Whatever kind of specification may be used in a procurement, in- 
cluding plans, drawings, or purchase descriptions, it 1s made available 
to all potential suppliers. ASPR 1-305.3 requires that invitations for 
bids and requests for proposals be accompanied, wherever practicable, 
by all applicable specifications, and, whee impracticable, that the 
exact locations where they may be obtained or examined be clearly 
specified. 

This requirement that all applicable specifications be made available 
to all interested potential sources, is an important element of our basic 
specification policy. 

SPECIFICATION POLICY 


Our specification policy is twofold. It is to state only our actual 
minimum need and to describe what we need so as to stimulate maxi- 
mum competition. 

The first precept seems self-explanatory. What it means is that the 
specification must describe what is required, not what may be desired. 
The second precept is to use the kind of specification that will generate 
maximum competition. 
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For example, there are occasions when the use of a design specifica- 
tion will accomplish this result as, for instance, where the item was 
developed for the Government and can be exactly reproduced by any 
capable manufacturer without further development. On other occa- 
sions, the use of performance specifications may better assure competi- 
tion being obtained, as for instance, where the Government require- 
ment can be met by any one of a number of commercially designed and 
available products. 

But, as we noted earlier, there are some instances when competition 
js just not available as, for example, where only one source exists, or 
where only a particular brand name item will meet the Government’s 

uirement. 

at us examine briefly what the circumstances are which enable 
either the design or the performance specification to stimulate 
competition in a given case. 

Some products, such as specialized military electronic equipment, 
are not available on the commercial market. Such equipment is 
specially developed and designed for military use, frequently a time- 
consuming process. Thereafter, when we wish to buy such equipment 
in quantity, we use a design specification to tell competent prospec- 
tive contractors precisely how the item should be made. This makes 
it possible to avoid duplication of development time, permits wide 
competition by firms which do not have the scientific or engineering 
staffs to do the development, and results in the delivery to the Gov- 
ernment of relatively standardized equipment from various suppliers. 

On the other hand, many items of equipment, such as tractors, earth- 
moving equipment, laundry equipment, and so forth, are available on 
the commercial market. Such items are commercially designed and 
each manufacturer’s design differs markedly from his competitor's. 
Each manufacturer is tooled up to make equipment to his own design 
and it would be very expensive to require him to construct equipment 
to some competitor’s or to Government design. 

In these cases, we use performance specifications so that competition 
can be obtained from every firm which regularly makes a suitable 
commercial product. Such a specification fosters competition in these 
situations and avoids the favoritism which would occur if we adopted 
one company’s design or a Government design which was more nearly 
like the design of one company than of others. Such a specification 
also avoids special retooling and production starting costs and, hence, 
results in lower prices to the Government. 3 

Performance specifications frequently are also used when no suitable 
commercial item is available and when there is no standardized 


.--Government design. In such cases where, in the opinion of the 


buying activity, the design problem is well within the capabilities of 
a number of competent firms having design staffs, purchase will be 
made against a performance specification and the design details left to 
the contractor. 

In this way it is possible to get competition for items of specialized 
military usage but such competition is necessarily confined to firms 
which are competent to design and build equipment meeting the mili- 
= performance requirement. 

t is also obvious that our research and development contracts are 
performed against what are basically performance specifications. 
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It is pertinent at this point to mention two sections of S. 500. The 
first is section 4(b), which would repeal 10 U.S.C. 2305(b) known 
as the Spence rider to the Small Business Act Amendments of 1955, 
The repeal of this provision we consider desirable, because it over. 
stresses the use of detailed design specifications. Accordingly, the 
Department has supported section 4(b) of S. 500. 

The other section is 4(f), which would add a new subsection (e) 
to 10 U.S.C. 2305 expressing a strong preference for performance 
specifications. In commenting on this section, the Department pointed 
out, as we have done here, that there are occasions when design spec- 
ifications, performance specifications, or, a combination of both types, 
best serve the interests of the Government. 

Therefore the Department has recommended substitute language 
which would authorize the use of design specifications, perform- 
ance specifications, or a combination of both, as appropriate. 


ITEMS DEVELOPED BY PRIVATE INDUSTRY 


Up to this point, our discussion has related to the problem of using 
the kind of specification which will best stimulate competition. What 
about the case of a new item developed by a single private firm at 
its own expense? What are the problems we encounter when we 
have need to purchase such an item ? 

First, there is no way of purchasing this item we need from 
other than the developer since we do not have the specifications and 
drawings for the product. What are the possibilities of buying 
them? When a manufacturer has developed a product at his own 
expense, he has the right, if he so desires, not to sell the specifica- 
tions and drawings. 

We could, of course, negotiate for the acquisition of the specifica- 
tions and drawings with an unlimited right to use such data. 

Normally, however, we would not do so, unless the developer's 
productive capacity were inadequate for our present or mobilization 
requirements. In many instances, a manufacturer who desired to 
protect his exclusive manufacturing position would insist on a price 
that was prohibitive, even assuming he were willing to consider sell- 
ing the specifications and drawings. 

here are fuor alternatives which we could take: 

(a) To adopt a firm policy of not buying the product from a firm 
unless it furnishes all specifications, including a set of manufactur- 
ing drawings, and a grant to the Government of the right to use such 
drawings for competitive procurement, even though the item was de- 
veloped by the firm at its own expense; or 

(6) To develop a performance specification ; or 

(c) To develop a design specification ; or 

(d) To negotiate the purchase with the developer of the item under 
the authority of exception 10 for the reason that it is impracticable 
to obtain competition. 

We do not subscribe to the first alternative. We believe that adop- 
tion of such a policy, even where the product is a standard commer- 
cial item, is unjustifiable unless reasonable compensation is paid, 
including the value of the drawings, reimbursement of the research 
and engineering involved, and the loss of profits. We might not be 
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able to afford to pay such compensation, and even if we could, it might 
be uneconomical to do so because our future requirements of the 
product might be insuflicient to amortize the cost. 

However, the practical results of such a policy would be that a 
firm would either refuse to do business with the Government on such 
terms or might be compelled, under the economic duress of needing 
jmmediate business, to sell its drawings at less than true value. This 
would create industrial ill will and would retard industrial ingenuity 
and inventiveness, particularly among small or financially weak com- 
panies. The larger companies would protect themselves by refusing 
to contract on this basis. Many small businesses have been founded 
and grown to become big business on the basis of a preferred com- 
petitive position due to patents, trade secrets, or other know-how. 

The second alternative, the use of performance specifications, may be 
unsatisfactory. Publishing of a performance specification requires 
new design and development work by all firms except those which have 
previously developed a suitable design. Hence, the use of a perform- 
ance specification, which, in itself, consumes many scarce engineering 
man-hours to develop, will not provide a new source where the product 
is urgently needed and the design time required is extensive. 

Thus, the use of a performance specification does not assure timely 
availability of an item which will meet the specification unless, as we 
pointed out earlier, such item is already in existence. 

The third alternative, developing a design specification, is often 
impracticable. Such developments, to meet our known needs, are in 
constant progress. Our reservoir of engineers for conducting this 
work is, as we all know, extremely limited. Moreover, with so much 
development to be done, it is questionable whether this talent should 
be used to parallel developments which have already been successfully 
accomplished by industry. 

In addition, for military reasons, we should not be deprived of the 
use of items privately developed by industry pending the development 
of a Government design which may take a number of years to 
accomplish. 

It might be asked whether the best way to develop a Government 
design specification might not be to reverse-engineer the developer’s 
available design. We occasionally do this on relatively simple devices 
where there is evidence that the prices we are being charged are 
unreasonable. 

Apart from the discouraging impact of such a practice on private 
research and development work and resulting private invention and 
innovation, reverse engineering is not easy todo. Where complicated 
equipment with precise tolerances, specialized treatment of materials, 
or critical manufacturing procedures, are involved, it is very difficult, 
time consuming, and sometimes, even impossible. Here again, many 
man-hours of scarce technical talent would be expended merely to 
duplicate development results which already have been achieved. 

The fourth and last alternative, we believe, illustrates the normal 
way Congress intended the negotiation authority which it enacted in 
10 U.S.C. 2304(a) (10) to be employed. As pointed out in an earlier 
presentation, exception 10 authorizes the negotiation of purchases and 
contracts “for which it is impracticable to obtain competition.” 
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The procurement of an item from its developer, where the item js 
needed by the Government and no commercial or military substitute 
presently exists, is a normal exercise of this negotiation authority. 


ITEMS DEVELOPED UNDER DEFENSE CONTRACTS 


There remains one further aspect of this subject to consider. This js 
the specification problem involved in items developed under our con- 
tracts. Since this will be treated in detail in a following presentation 
dealing with weapon systems, we merely mention it belelty at this time, 

In weapon systems, where advanced technology is constantly pushing 
the frontiers of science beyond the existing state of the art, the specifi- 
cations involved are, obviously, of the performance type. They de- 
lineate performance goals to be achieved; namely, speed, range, pay- 
load—in sum, military effectiveness. 

Other important considerations involved are personnel capability to 
operate and maintain the weapon and the reliability of its function. 
Out of the efforts of the contractors and subcontractors involved will 
come detailed design specifications to permit manufacture of the 
weapon with the capabilities needed. 

This concludes our discussion of specifications. It is a highly com, 
plicated subject. We have tried to simplify it, to explain our policies, 
and to point out some of the problems which confront us. 

Moreover, we wish to say that the current Department of Defense 
program for SneIRE. specifications suitable for procurement is 

ased on the concept of broadening our sources of supply. The de- 
fense standardization program under which military specifications are 
prepared and maintained requires, as a matter of policy, that the 
specifications define characteristics or performance requirements of 
items manufactured or capable of being manufactured or supplied 
from multiple sources. 

Further, as a matter of practice, wherever possible, specifications 
cover items capable of being manufactured with the tooling in exist- 
ence in the industries at that time. Occasionally, where a specification 
is required for a sole-source item, specifications contain adequate data 
to permit the initiation of other manufacturing sources. Accordingly, 
the military specification program is designed to promote the broadest 
possible number of sources = items required by the DOD. 

We have an active program scheduled through 1964 to promote the 
development of these specifications, and our operations are proceeding 
as rapidly as possible in accordance with our resources available for 
this purpose. 

Mr. BanneRMAN. Mr. Chairman, that is the end of our presentation 
on specifications. 

I think there is one thing we meant to say and did not say in that 
paper that I would like to supplement by just a very brief statement 
at this time. That is, that it is our policy in all situations where 
we have development work done under Department of Defense con- 
tracts—so that we are paying for the development—to get detailed 
manufacturing data, desi ata, as an end product under the con- 
tract. So that wherever the product is developed for us we are getting 
the information necessary to have the product made, not only by the 
original manufacturer but, insofar as the data are concerned, by others. 

hat is all. 
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Exuisir XXXII 


EXCERPTS FROM PROCUREMENT STUDY ! 


TUESDAY, FEBRUARY 9, 1960 


U.S. SENATE, 
SUBCOMMITTEE ON PROCUREMEN'T 
OF THE COMMITTEE ON ARMED SERVICES, 
Washington, D.C. 

The subcommittee (consisting of Senators Thurmond (chairman), 
Stennis, Ervin, Cannon, Saltonstall, and Bush) met, pursuant to re- 
cesss, at 10:30 a.m., in room 212, Senate Office Building, Senator 
Thurmond (presiding). 

Senator THurmonp. The subcommittee will come to order. 

We will proceed with the next statement. 


STATEMENT OF G. C. BANNERMAN, DIRECTOR FOR PROCUREMENT 
POLICY, OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE 
(SUPPLY AND LOGISTICS) ; ACCOMPANIED BY JOHN J. PHELAN, 
ASSISTANT DIRECTOR FOR PROCUREMENT POLICY; J. NASH; AND 
COMDR. J. M. MALLOY, U.S. NAVY, CHAIRMAN, ARMED SERVICES 
PROCUREMENT REGULATION COMMITTEE—Resumed 


Mr. BANNERMAN. All right, Senator. 

Commander Malloy will give the next statement on Weapon 
Systems. 

Senator TrrurMonb. We are glad to hear from you, Commander. 


WEAPON SysrEMS 


Commander Matioy. This presentation is headed “Weapon Sys- 
tems.” 

Our purpose in this presentation will be to explain what the weapon 
system concept is, where it came from, how we use it, and why we 
need it. In ind so, we may all come to appreciate more fully both 
the simplicity and logic of its basic concept and the complexities in- 
volved in its execution. 

INTRODUCTION 


There is nothing new about weapon systems except the term itself. 
A weapon system—as contrasted with a weapon—is simply an entity 
consisting of an instrument of combat, such as an aircraft or missile, 
together with all related equipment and supporting facilities required 
to bring the instrument upon its target or to the place where it performs 
the function for which it was built. 





' Hearings before the Procurement Subcommittee of the Committee on Armed Services, U.S 


Senate (Part 1), Feb. 8 and 9, 1960. 
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The requirement for a new weapon system comes into being as the 
result of constant assessment of the capabilities of a potential enemy 
and of our technological advances. A requirement having been estab- 
lished and feasibility determined, what is our objective ? 

It is to procure the development, production, and delivery of the 
weapon system into inventory in the shortest possible time and at 
minimum cost. Since rapid technological advances tend to make com- 
plex weapons obsolete even before they can be produced, we must tele. 
scope the overall development and production task but remain suf- 
ficiently flexible in our effort so as to take advantage of advances in 
the state of the art, with minimum impact on both time and costs, 
What we must do is start from scratch and research, design, develop, 
test, produce, and deliver a weapon in 3, 4, or 5 years, which, in normal 
circumstances, would take perhaps twice as many years to accomplish, 

Design, development, production, and operation of a weapon system 
involve several functions normally managed by separate elements of 
the military departments. For example, funding is a comptroller 
function; procurement is accomplished by purchasing offices; storage, 
distribution, and maintenance, as well as training of personnel, are 
separate functions. Thus the problem of coordinating all these re- 
sponsibilities requires a new management approach. This we call the 
a ae system concept. 

There is no single method or formula for Government management 
which fits all weapon systems. Thus, internal management may vary 
from a specially devised manager of all functions and commodities, as 
in a complex system like Polaris, to retention of normal managers for 
many of the functions or commodities involved for a relatively simple 
system. Whichever technique of internal management. is decided 
upon, however, the responsibility for exercising total management of 
the weapon system remains with the military a 

The particular management arrangement to be selected depends on 
such factors as the nature of the item, the state of the art, the degree 
of urgency, and inhouse and industrial capability. The same factors 
are also pertinent to the next question, ~ best to carry out this 
project. Is there inhouse capability to carry the design and develop- 
ment of the new weapon system through prototype manufacturing! 
Should responsibility for design and development of the entire system 
be given to one contractor? Should subsystems and major compo- 
nents be bought directly from the design and development contractor, 
or bought from other sources and Government furnished? Would it 
be better to contract on an associate-contractor basis, as we often do in 
missiles ? 

To answer these questions, an analysis must be made of the tech- 
niques and state of the art in every scientific field which is involved. 
At the same time, an analysis of the qualified sources must be 
undertaken. 

Such analyses give better perspective of the knowns and unknowns 
in technology, probable and possible approaches for pursuing the de- 
velopment effort, advantages and disadvantages of using multiple 
sources, and the scope of the management problem of coordinating the 
overall effort. Evaluating these considerations, then, in the light of 

the time schedule within which the system must be operational, the 
military department concerned is able to plan and to adopt the par- 
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ticular techniques of management and of contracting which are best 
suited to accomplish our overall objective. 

These basic decisions having been made, a whole complex of actions 
are begun. Let us first discuss the source selection process. 


SOURCE SELECTION 


The source analysis, just covered, has narrowed the field to those 
firms possessing the greatest all-around capability for meeting the 
requirements of the new weapon system and its major subsystems and 
components. A request for proposals must now be prepared and sent 
to the firms selected. The request for proposals, of course, would 
also be sent to any other company that requested an opportunity to 
participate. We deny nobody that opportunity. 

It is apparent that proposals which are submitted will be only as 
good as the description of the work set forth in the request for pro- 
posals. Even though it is necessarily a performance-type specifica- 
tion, every effort is made to assure that it will be as definitive and 
complete as possible. The work statement must describe the applica- 
tion which the various areas of science and technology have in the 
work to be done. It must also reflect the total engineering and devel- 
opment requirement, including laboratory work and tests. It must 
cover tooling concepts. Support equipment needs must be envisioned. 
Training requirements, both for personnel and devices must be cov- 
ered. Testing programs—static testing and flight testing in the case 
of aircraft and missiles—must be developed. And, above all, the per- 
formance goals which the new weapon system is to achieve must be 
clearly identified. 

The function of a proposal in a weapon system program is to estab- 
lish (1) the managerial and technical approaches and merits of the 
competing prospective contractors’ plans, and (2) the capability of 
each to carry out his plan to meet the requirements of our specification 
or work statement at reasonable cost. The firms solicited are generally 
asked to give specific consideration to certain specific tasks in pre- 
senting their managerial and technical approach. 

Examples for a missile might be: 

1. Integration of missile subsystems, missile assembly and system 
tests, including tooling, test equipment and handling equipment for 
the research and development program. 

2. Preparation of research and development test facility criteria, 
layout, outfitting, and maintenance of test facilities. 

3. Development of criteria for operational handling equipment, silo 
outfitting, missile checkout, and launch control equipment. 

4. Development of research and development, ground and airborne 
instrumentation for system test and evaluation of the weapon system. 

Moreover, the request for proposals usually suggests that each firm 
submitting a proposal consider the following and any additional fac- 
tors desired, and include in their proposals at least the following 
information : 

1. Organization: An organizational chart showing the specific or- 
ganizations which would be assigned to perform the work; the names 
of key management, scientific and engineering personnel who would 
be assigned to the project and the qualifications and experience of each. 
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2. Related experience: Experience of the firm on similar or related 
projects and whether presently performing or negotiating for similar 
or related work with another military department or with Govern. 
ment contractors. 

3. Managerial and technical plan: The overall managerial and tech- 
nical approach to be followed; the problems expected to be encoun- 
tered; methods to solve them; criteria and methods to keep costs at 
a minimum, and so forth. 

4. Subcontracting : The percentage of subcontracting contemplated, 
and, if known, the identity of the subcontractors and their work to be 
performed. 

5. Make and/or buy: The proposed make or buy structure—it being 
pointed out that we desire that subcontracting, including maximum 
utilization of small business, by accomplished to the fullest extent 
consistent with efficient performance of the contract. 

6. Delivery: Indication of starting date based on the number of 
days after receipt of award and a time schedule for accomplishment of 
outlined milestones or tasks. 

7. Facilities: Total facility requirements from the point of view 
both of research and development and of production, including what 
is available by ownership, lease, or conversion, and what is unavailable. 

8. Financial information: Necessary budget information based on 
the managerial and technical approach proposed; how financial re- 
quirements are to be fulfilled; and if financing problems exist, their 
extent and anticipated solution. 

9. Cost estimate: Since the Government contemplates a cost-plus-a- 
fixed-fee contract in undertaking a new weapon system development, 
a cost estimate for completion of the project, including a detailed 
breakdown to show how the overall cost estimate was determined; 
the cost estimate portion of the managerial and technical proposal 
to be submitted in separate form to permit separate evaluation of the 
managerial and technical merits and performance portions of the 
proposal. 

After preparation of the requests for proposals has been completed 
and mailed to the firms whose selection we lee sribed earlier, some ad- 
ditionally helpful steps are usually taken. Before the time for sub- 
mission of proposals, a preproposal briefing is usually held to which 
‘are invited all those to whom the request was sent ra any other firm 
which has indicated an interest in submitting a proposal. 

The purpose of this preproposal briefing is to make certain that all 
firms fully understand all requirements of the request for proposals. 
Additionally, in the case of a missile, an indoctrination briefing is 
usually given with the same firms invited to attend. The purpose of 
this briefing is to acquaint all prospective contractors with the test 
range and the problems associated with the conduct of flight test pro- 
grams at that range. 

All aspects of all proposals received are carefully evaluated by 
highly qualified personnel in the light of the factors described earlier. 
After complete review, this evaluation group makes specific recom- 
mendations to a higher level of review, composed usually of senior 
officials representing such elements as research and development, pro- 
curement and production, material support, and the operating or using 
agency. On the basis of these reviews and recommendations, the final 
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source or sources are selected usually at the top levels of the military 
department concerned. 


PROGRAM PLANNING AND CONTROL 


Concurrently with source selection, equally intensive efforts are 
going on in the managerial area. Right at the inception of the pro- 
gram, the entire package must be planned and programed. 

As an indication of the scope of the problem, the Nike-Hercules 
program has 10,000 subcontractors and suppliers, whose efforts must 
be controlled and time-phased. Our Government weapon system man- 
agers accomplish this what they call milestones. These are signi- 
ficant events which must occur by certain points in time, whether their 
accomplishment is by contractors or by the Government. 

The Air Force has identified 146 major milestone actions which 
must be accomplished to deliver a weapon system on time. In the case 
of a contractor, for example, there are points in time when production 
engineering must be completed, when tools must be ordered and on 
hand, when manufacturing space must be available, when subsystems 
checkout must be finished, when each stage of the test program must 
be accomplished and when delivery is required. 

There are equally important milestones on the Government’s side. 
Examples might be the times when the operational plan must be 
spelled out, when mockup inspection must take place, when ground 
support equipment requirements must be known, when the number of 
test vehicles required must be determined, and when operations and 
technical personnel must be trained. AJ] these milestone actions, 
both contractors’ and the Government’s, must be fused in time so 
that when the weapon is delivered it will be operational and we will, 
in fact, have a complete weapon system. 

In short, effective planning and programing is required with re- 
spect to management of all the equipments and facilities which compose 
the weapon system. It not aby must be done initially: it must be 
revised time and time again. 


WEAPON SYSTEM CONTRACTING 


curement function, we wish now to discuss the subject more direct 

There are no novel principles involved in weapon system contract- 
ing. The policies and procedures of our Armed Services Procurement 
Regulation apply equally to procurement in this area and no differ- 
ently than they ie to procurement in other areas. Our basic policy of 
obtaining competition to the maximum extent practicable is pursued 
= as vigorously here aselsewhere. Similarly, our small business and 
abor surplus area programs are equally emphasized. 

The kinds of specifications we use are the basic ones we discussed 
in an earlier presentation. There are no additional types of contracts 
available for special application in weapon system procurement. 
While weapon system contracting may be characterized as generally 
one where little or no initial cost experience is available, the same may 
be found in other areas. 

What distinguishes weapon systems procurement is the same factor 
we have referred to repeatedly—time. The same two basic factors, 


Although our discussion up to this point has mentioned the ag 
y: 








366 GOVERNMENT PROCUREMENT—1960 


coordination and time phasing, are overriding considerations in the 
procurement area just as in the management area. Thus, we must 
plan, negotiate, and incorporate contractual provisions to assure com- 
patibility of effort among all participants in the program. Duplica. 
tion of effort must also be avoided. We cannot have a contractor, for 
example, designing a subsystem comparable to one already developed, 

Contracts must be placed for end items, subsystems, and support 
systems so as to insure their availability at the proper time for integra- 
tion into the weapon system. In fact, all the coordination and time 
phasing in the planning and replanning and the programing and re. 
programing in regard to contractors’ operations must be specifically 
covered in contractual documents. 

With the perspective these overriding factors give us, let us discuss 
briefly how weapon systems are procured. We usually break it down 
into phases. Normally, the first phase would involve contracts for 
design and development work and construction of mockups. Con- 
tracts under the second phase would call for completion of engineer. 
ing, construction, and test of prototype units. The third phase would 
be production contracts. 

Contracts under the first two phases are necessarily cost-plus-a-fixed- 
fee contracts, because no adequate basis exists for fixed-price negotia- 
tions. To quote what we said earlier in the discussion of types of 
contracts— 
where we are demanding tomorrow what was unheard of yesterday and where 
the passage between the two is filled with unknowns, the costs of performance 
cannot be estimated with reasonable accuracy. 

Actually, the tasks of these first two phases of contracts are to 
resolve the unknowns and to prepare the most detailed design specifi- 
cations, including precise manufacturing drawings, which are essen- 
tial before any real production of items under phase 3 contracts can 
begin. As progress is made and more knowledge and production ex- 
perience gained, we seek to make fixed-price contracts which provide 
for repricing. Wherever appropriate, even when we must use cost- 
reimbursement-type contracts, we incorporate incentives to reduce 
costs. The possibility of utilizing firm fixed-price contracts usually 
is found at lower subcontract tiers where relatively standard items 
may be involved. But, overall, as specifications become more firm and 
greater production experience is acquired, our direction is always 
toward the fixed-price types of contracts which allow for closer 
pricing. 

Even though weapon systems contractors are selected only after 
an elaborate and searching source selection procedure, we just do not 
copy the pertinent parts of a proposal onto an appropriate contract 
form and sign it. Rather, there is a big job still to be done. The con- 
tracting officer and his team of specialists study the firm’s proposal. 
Their purpose is to insure that whateyer facet of the proposal may 
reasonably be improved, modified, clarified, expedited, or eliminated, 
as the need of the weapon system requirement and the interest of 
Government demonstrate, be negotiated, agreed to, and provided for 
in the contract. 

Up to now, we have not mentioned the subject of pricing.. Obvi- 
ously, this goes to the very core of the negotiation. In fact, we con- 
sider it so important that the next presentation will be directed en- 
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tirely to this subject. All we want to point out now is that, 
during the negotiation, intensive review and analysis are made of the 

rospective contractor’s facility requirements, its purchasing system, 
its subcontracting plans, its “make or buy” program, and its estimated 
costs for the work involved. 

Reference must also be made to what we call follow-on procure- 
ments; namely, the procurement of the additional quantities of the 
weapon needed to meet the military requirement. At this point in 
time, the weapon system has been produced and accepted, and 
specifications and technical data, including manufacturing drawings, 
are available. 

Why, then, it may be asked, do we so often contract with our initial 
sources? Any number of competent firms should be able to build 
the weapon system. Theoretically, this is true. The problem here, 
however, is that once the initial sources have produced the weapon 
system, we have such an investment in facilities and the contractors 
have acquired such engineering and production experience, that. the 
cost, both in dollars and time, would be prohibitive to have new sources 
duplicated. In these instances, as a practical matter, we are committed 
to our initial group of contractors for the duration of the major 
program. ca ; : 

Thus, while intense competition is generated at the inception of 
such a program, we must in many cases, as a matter of good business, 
negotiate the follow-on procurements with the original sources. This 
we do under the authority which Congress provided for in 
exception 14. 

We do not mean to imply, however, that every single component 
and part is procured from the original contractor. Once all the thou- 
sands of components and parts have been put together and have proved 
themsélves in their new environment in a weapon system, some items, 
such as electric generators, batteries, compressors, and the like, tend to 
become stabilized. These, we break out of the overall package and 
procure through widespread competition, either by formal advertising 
or negotiation, as appropriate. 

This, in brief, is weapon system procurement. It is difficult even 
to start with and is further aggravated and complicated by the com- 
pression of time. We meet these procurement problems, as we do the 
management problems, with effective planning, effective programing, 
proper time phasing, and effective contracting. 

In conclusion, we would like to point out that the weapon system 
concept is nothing more, in essence, than a specially created task force 
with specific high priority goals to achieve in a limited period of time. 
We staff it on the Government’s side with the best in management, 
technology, and procurement in the Department, and, on the contrac- 
tors’ side, we seek the best in management, technology, and production 
that industry has to offer. The concept has proved itself time and 
again. We need it and will continue to need it so long as world condi- 
tions remain what they are today. 
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Senator THuRMOND. Thank you very much. 

Who is your next witness ¢ 

Mr. BANNERMAN. Mr. Chairman, this brings us to our final paper, 
Pricing of Defense Contracts, which Mr. Phelan will present. 


PRICING OF DEFENSE CONTRACTS 


Mr. Puevan. Our pricing policy is to procure what we need from 
responsible sources at fair and reasonable prices calculated to result in 
the lowest ultimate cost to the Government. Where the forces of com- 
petition are effective, we achieve this goal. We do so by the use of 
either formal advertising or competitive negotiation. Where competi- 
tion is unavailable or ineffective, we seek the same goal by negotiation, 
and we believe we generally attain it. 

How we do so will be the subject of this presentation. We will dis- 
cuss our pricing objectives, our pricing tools, our pricing techniques, 
and the area of subcontracting which requires special attention. 


PRICING OBJECTIVES 


Our primary aim is to negotiate a realistic price. We say a realistic 
price in preference to an “accurate” price. In the context we use it, 
an “accurate” price is one which covers all of a contractor’s properly 
allocated costs plus a previously negotiated profit. Thus, an “accu- 
rate” price is best attained by use of a cost-reimbursement type con- 
tract, which, as made clear earlier, we use from necessity, not choice. 
The reason is, of course, that the contractor’s incentive for cost control 
and creation of operating efficiencies is minimal in this type of contract. 

A realistic price, on the other hand, is one which requires a con- 
tractor. to ce oeni with reasonable economy and efficiency in order to 
attain the amount of profit included in the negotiated price. The op- 
portunity of making more or less profit than initially anticipated de- 
pends directly on the contractor’s ability to control iodine all costs 
of performance. 

At the same time, it is our policy to negotiate a reasonable total 
price. In fact, we caution our contracting officers not to become so 
preoccupied with particular elements of a contractor’s estimate of 
costs and profit that the most important consideration, the total price 
itself, is distorted or diminished in significance. This does not mean 
that negotiations are conducted without regard to estimated or actual 
costs. 

On the contrary, price negotiation must be preceded by (1) careful 
review and evaluation of costs, element by element and in total; (2) 
consideration of previous prices paid for the same or similar products 
or services; (3) use of product analysis where appropriate; (4) 
discussion of the proposal and costs, element by element, with the 
offeror or contractor to achieve complete understanding of the esti- 
mating assumptions and the factory, engineering, purchasing and 
administrative operations represented by those costs; and (5) the 
establishment of a particular price objective. 

What, then, is our general pricing objective? It is simply to pay a 
fair and reasonable price for an item of necessary quality to be de- 
livered where and when we need it. A fair and reasonable price is not 
necessarily the lowest price. Obviously, the lowest priced item will 
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not serve the Government’s need if it is deficient in quality or cannot 
be delivered on time. Thus, we seek to effect our procurements to 
the best advantage of the Government, price and ether factors con. 
sidered. 

PRICING TOOLS 


Having stated our pricing objectives, the question then is, how 
do we go about negotiating a realistic price? Who is the individual 
responsible for the whole effort? What tools are available to assist 
him in achieving this realistic price ? 

1. Negotiation team: From the time a requirement for a supply 
or service is initiated until the contract is completed, our contracting 
officer is faced with innumerable specialized problems—problems 
which no man could possibly be expected to solve alone. ‘The procure. 
ment cycle will bring him face to face with matters such as specifica- 
tions; delivery requirements; facilities and property requirements; 
the technical and financial capabilities of prospective contractors; 
small business and labor surplus area programs; and insurance, 
patent, cost and legal problems. It is apparent that the contracting 
officer must have help. He has. 

Specialists in such fields as finance, law, contract audit, engineer- 
ing, traffic management, cost analysis, and small business, are avail- 
able to investigate and study the problems and-advise and assist in 
solving them. The contracting officer, in effect, then, is captain of a 
negotiation team of specialists with appropriate skills and knowledge. 
He obtains their advice, evaluates their counsel and coordinates their 
individual contributions into an overall Government position. Thus, 
while individually responsible, the contracting officer, of necessity, 
utilizes in a total team effort the best talents and skills we can pro- 
vide. 

2. Types of contracts: Before any contract can be finally priced, 
all pertinent information must be available. Since the time when this 
necessary data is available varies from one situation to another, we 
cannot always finalize the price before the contract is signed. Our 
various types of contracts have been designed to meet this particular 
pricing problem. 

This is one reason why we devoted considerable time, in our dis- 
cussion of types of contracts, to contracts which were priced at the 
beginning, others which were only tentatively priced at the outset 
and were repriced during performance, and still others where a defini- 
tive price never could be established but which required audit of 
costs from beginning to end of the contract. . 

The reason for these various types of contracts, as we have pointed 
out, lies in the time when all necessary pricing data becomes avail- 
able. For example, if we possess at the beginning of a contract all 
information necessary to price, a firm fixed price contract can be 
written. If we are unable to rely on all the information remaining 
constant during the period of performance, such as possible increases 
in labor wage rates, a fixed price escalation type of contract would be 
appropriate. 

Again, where some of the necessary information wil] not be avail- 
able until some time during contract performance, a fixed price rede- 
oT contract, where final pricing is postponed, would be more 
suitable. 
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ExHipit XXXIII.—LeTTeER FROM ASSISTANT SECRETARY OF THE AIR Force, P. B. 
TAYLOR, SUPPLYING ADDITIONAL INFORMATION FOR THE Recorp, Witrn Accom- 
PANYING ENCLOSURE 

DEPARTMENT OF THE AIR FORCE, 
Washington, April 20, 1960. 

Hon. Grorce A. SMATHERS, 

Chairman, Government Procurement Subcommittee, 

Select Committee on Small Business, 

U.S. Senate. 

DeAR Mr. CHAIRMAN: I appreciate the opportunity to submit for the record 
certain information in connection with the hearings of your subcommittee hela 
on April 5, 6, and 7, 1960, information which I believe will be of value in your 
further consideration of the subject discussed at the hearings. 

May I say at the outset that I have noted with appreciation the recognition 
given on page 12 of the 10th Annual Report of the Senate Select Committee 
on Small Business, Report No. 1044, to the fact that the Air Force had increaseu 
the amount awarded small business concerns as prime contractors in fiscal year 
1959 over the amount awarded them in fiscal year 1958. That increase as you 
pointed out, was considerable. In fact, it was a 21 percent increase over the 
previous year, and was the largest dollar volume of awards placed with small 
business concerns in any one year in the history of the Air Force. 

While I am naturally gratified with this accomplishment, I realize that com- 
parison of a single year’s figures with those of another single year could lead 
to conclusions of somewhat doubtful validity. It is the trend over a represent- 
ative period of time that is really significant, as your committee has frequently 
pointed out. 

For that reason, I would like to place before you a record of that trend, 
going back to the early days of World War II. We have grouped these records by 
three time periods, time periods corresponding to the change in the complexity 
of our requirements. 

There was the period of World War II during which the technique required 
for production of weapons and support equipment bought by the Air Force (at 
that time known as the Army Air Corps) were relatively simple in the light 
of today’s technology. Next there was the 3-year period of the Korean conflict 
when more advanced techniques were required to meet the greater complexities of 
air weapons and other equipment. And third, there is the period from fiscal 
year 1954 to date, a period of rapidly developing technology so great as to be 
almost fantastic. 

Now, it would be quite logical to assume that, with the vastly increased in- 
tricacies in our weapons and the techniques required to produce them, small 
business concerns’ participation, at least as prime contractors to the Air Force, 
would decline. But the records show that this is not the case. The percentage 
of small business prime contract awards measured against total procurement 
in the period fiscal years 1954 through 1959 is higher than during World War 
II, and is also higher than it was during the Korean conflict. The exact figures, 
arranged in such a manner as to make them properly comparable as between the 
three periods, is attached as inclosure 1. 

It is significant that the so-called weapon system procurement method evolved 
in the period after the close of the Korean conflict ; yet it is this same period that 
produced the largest returns to small business, both dollarwise and percentage- 
wise. I am sure that weapon system procurement must have changed the status 
of some small business concerns of specialized competence from that of potential 
prime contractors to that of potential subcontractors. This is one of the reasons 
why we have, from the earliest days, taken the lead in developing and promoting 
an aggressive subcontracting program without lessening in any way our prime 
contract small business program activities. From the record, however, it would 
appear that this changeover in status could not have happened in any great 
number of cases. To the extent that it did occur it was far more than offset in 
our small business prime contract statistics by sizable increases in opportunities 
offered, and awards made, to small firms in the area other than weapon system 
procurement. 

I am confident that this favorable trend over the long period of 17 years is 
due to the increasingly cumulative effect of our small business program in 
securing not only the directional support of our procurement officials but, of 
even more importance, the truly productive support of our contracting officers, 
buyers, and small business specialists in searching out more opportunities on 
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which small business concerns could be solicited. As this committee hag g 
properly recognized, it is this so-called middle-management group, working with 
responsible small business concerns, that provides the payoff. 

You may be sure that we will continue to pursue this program. We do no 
accept any figure, or any percentage, as being “par for the course.” 

What I have said about the vastly increased complexities of the items we 
require today, and the ultramodern technologies needed to produce them, ap. 
plies to subcontracted components and subassemblies as well as those we pur. 
chase directly. Here again it would be logical to assume that the participation 
of the smaller enterprises would diminish. Yet our records show that they 
have not only held their own, they have fared even better over the long term, 
In early 1953 we completed a survey, which was duly reported to this cop. 
mittee, of 97 large industrial concerns, prime contractors to the Air Force 
which showed that of the defense business they had received since the start 
of the Korean conflict, 15 percent had been passed on by them directly to 
small business concerns. In the last 34-year period, from July 1, 1956, to 
December 31, 1959, the only other period in which such subcontracting reports 
have been made, the large prime contractors placed 18.8 percent of their total 
defense business with small concerns as subcontractors and suppliers. Ip. 
closure 2 provides the specifics on the trend in subcontracting. 

In the interest of a further understanding of the machine run, previously 
submitted at your request, of the 9,273 sole source procurement actions ef. 
fected by the Air Force in the last quarter of fiscal year 1959, I would like 
to point out the following. 

The number of actions reported in no way reflects the number of sole source 
negotiated contracts entered into during the period. Actually, somewhat legs 
than 2,300 of the listed actions were new contracts in themselves. The balance 
of the entries were supplementary transactions in connection with contracts 
previously executed. These include such contractual modifications as (1) credit 
actions affecting the contracts; (2) funding actions which do not alter the scope 
of the instruments; (8) the calling out of engineering changes required in 
equipment being produced; (4) the definitization of letter contracts; (5) the 
detailing of the specific initial spare parts required to support new equipments 
being delivered in which the contracts for the equipment fully evidenced the 
intent to obtain the spares; (6) the issuance of delivery order or calls against 
indefinite delivery-type contracts or open contracts for peculiar replenishment 
spare parts for specialized equipment; and (7) the ordering of additional main- 
tenance or repair work found necessary after equipment input to contractor 
facilities for overhaul or modification purposes had been inspected and found 
to require the additional work. It can be seen from the nature of the above 
type actions that the majority of them are irrevocably tied to the contract which 
they modify. 

Many of the supplementary actions recorded as being on a sole source basis 
were effected against contracts which were placed through competitive means. 
However, the machine-run entries and their source documents do not reflect that 
type of information. 

In connection with a recent study by the Senate Armed Services Committee, 
of military procurement procedures, the Air Force surveyed approximately 
percent of the fiscal year 1959 procurement recorded as being on a sole source 
basis. It was found that 87.4 percent of the total surveyed related to weapon 


systems or equipments which were procured after the conduct of a design or 


technical competition. Therefore, while price competition per se did not exist, 
actual competition did precede the acquisition of these weapon systems or equip 
ments. 

In Report No. 1031 issued by your committee entitled “Case Problems in Gor 
ernment Procurement” and printed on January 20, 1960, two recommendations 
were made to the Air Force in connection with our development and procurement 
of altimeters. These recommendations which appear on page 12 of the report 


have been given our careful consideration and our response to them is attached ; 


> 


as enclosure 3. I trust you will agree with me that the action taken by the 
Air Force meets in all respects the recommendations made. The response als 
refutes, and I believe justifiably, any suggestion that the Air Force has ever 
been remiss in working on the difficult problems of altimeter instrumentation 
posed by ultramodern military aircraft. 

The hearings on April 6, 1960, included among other matters, considerable 
discussion between the counsel of your subcommittee and the middle-manage 
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ment personnel from Rome Air Materiel Area on the subject of two-step ad- 
yertising. In essence, we submit to interested firms a carefully prepared state- 
ment of the work required, a performance specification, and request technical 
proposals without prices. The technical proposals received are thereupon 
evaluated. Some are found to be adequate to our requirements. Some may be 
found to be marginal, and in these cases the inadequacies are discussed indi- 
vidually and separately with the offerers and they are given the opportunity to 
make such adjustments in their technical proposals as to make them responsive 
to our needs. The contracting officer then invites sealed bids from all whose tech- 
nical proposals have been determined acceptable, and each firm quotes on its 
own proposal to satisfy our initial requirement. The award is made to the lowest 
pidder. This is one of the measures developed by Air Materiel Command to 
secure more competitive procurement of items on which only performance-type 
specifications exist, and the success we have had with this device has led to its in- 
creased use throughout the Air Force and its present incorporation as a re- 
vision to the Armed Services Procurement Regulation. 

In the course of the hearings we submitted, as requested, as much of a record 
of competitive procurement of replenishment spare parts as could be put to- 
gether in the time permitted. I would like to further explain the content of the 
report given your subcommittee as the report content contained information be- 
yond that stated in the covering letter accompanying the report. The listing 
from Rome Air Materiel Area contained 46 entries covering items which, in the 
procurement made previous to the competitive action, were for the provisioning 
of initial spare parts. The entire listing from Mobile Air Materiel Area also con- 
tained the similar-type entries. In both of these cases the item prices for the 
initial spare parts buys were not indicated because a comparison of the prices 
would not be meaningful for the reason stated in paragraph 3a of the covering 
letter. 

I am sure your committee realizes the importance to our defense posture of 
having the most efficient industrial concerns, large as well as small, available 
to us in meeting the threat against our national security and survival. A suc- 
cessful defense posture demands the utmost cooperation of all parties con- 
cerned, which I know is the objective of this committee, as well as of the Air 
Force. 

Should your committee desire further information on matters brought out 
during the hearings, I will be glad to supply it upon your request. 

Sincerely yours, 
P. B. ZAYLOR, 
Assistant Secretary of the Air Force. 


ENCLOSURE I.—Department of the Air Force trend in prime contract awards 
to small business 


Prepared by Office of Small Business, Headquarters USAF 




















$10,000 and over Over and under $10,000 
Amount Percent Amount Percent 
World War IT, calendar years 1943-1944-1945: 
Total with industry_______-- Pee in anbitaicai: $26, 736, 000, 000 100 or See 
Awards to small business Ns es ra a 1, 198, 000, 000 | 4.5 SS | Ronan = 
Korean conflict, fiscal years 1951-1952-1953: 
me eee WROUSTY.........\....-.-...---.-.-- (2) ; -.-----| $34, 831,000, 000 100 
Awards to small business. ____._..._-..----__-- os ee | 2, 164, 000, 000 6.2 
Since Korea, fiscal years 1954 through 1959: 
Total with mauetry............ ee cael 48, 521, 000, 000 100 50, 408, 000, 000 100 
Awards to small business__.__________________-_ 2, 977, 000, 000 | 6.1 4, 221, 000, 000 8.4 
| 








' Records for ‘over and under $10,000” were not kept during World War II but were during the later 
periods shown. These percentages also are directly comparable, and again show an increase. 

In the 3-year period of the Korean conflict, figures limited to procurements of ‘$10,000 and over” were 
but partially recorded. The only completely comparable statistics therefore on awards of $10,000 and over 
are those for the World War II period, and the period since Korea, showing an increase in the latest period. 
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ENCLOSURE II.—Department of the Air Force, trend in subcontract awards ig 
small business 


(Prepared by Office of Small Business, Headquarters, USAF, from records 
available to the Air Force) 


For the approximate period of July 1950 through March 1953, 98 large Air 
Force contractors reported total defense contracts received amounting to $15,565 
million, of which $2,366 million or 15 percent had been or would be paid out to 
small business concerns by the prime contractors themselves. 

Among these 98 contractors were 43 who are reporting their purchases sepj. 
annually on DD Form 1140, a project put into effect July 1, 1956. These 43 
contractors accounted for $13,870 million of the total receipts reported in March 
1953, and their commitments to small business concerns were $2,110 million or 
15.2 percent of their defense work. 

These same 43 contractors reported on DD Form 1140, mentioned above, for 
the period of July 1, 1956, to December 31, 1959, receipts on defense contracts 
amounting to $31,232 million and payments to small business concerns of 
$5,860 million or 18.8 percent. The increase in small business participation as 
subcontractors and suppliers was therefore from 15.2 to 18.8 percent in these 
two reporting periods. 

The other 55 contractors are either no longer in substantial defense work, or 
are not reporting under the same corporate name. 


ENCLOSURE III 


With reference to recommendation No. 1 in Senate Report 1031, “The Air 
Force should continue to tighten its altimeter repair and maintenance proce 
dures, with emphasis on the establishment of rigid standards for overhaul and 
testing,” the following actions have been taken: 

(a) During April 1959, a team consisting of personnel from the Air Materiel 
Command, the AMC Aeronautical Systems Center, and the Wright Air Devel- 
opment Center, visited the plants of eight airframe contractors and six con- 
mercial repair facilities to identify deficiencies in the repair of aircraft instrv- 
ments and to devise procedures for correcting these deficiencies. 

(b) A message, dated June 1, 1959, addressed to all AMA’s, established 
stricter procedures for the selection of commercial facilities for maintenance, 
repair, or overhaul of all aircraft instruments. A copy of this message is 
attached. (See p. 375.) 

(c) A requirement has been established in the work specifications which is 
included in commercial contracts for the maintenance, repair or overhaul of 
aircraft instruments, which requires the contractors to legibly mark each instru- 
ment with the contractor’s name, the Air Force contract number, and the date of 
repair. 

(d) A team consisting of personnel from the Air Materiel Command, the 
AMC Aeronautical Systems Center, and the Wright Air Development Division, 
have been in the field since January 31, 1960, for the purpose of determining 
whether the corrective actions taken to date are effective and whether instruc- 
tions which have been issued are being complied with. 
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(The document above referred to follows:) 


JOINT MESSAGEFORM Security Classification: UNCLASSIFIED 
ACTION: Priority ACCOUNTING SYMBOL: AF 
FROM: HQ AMC, Wright-Patterson AFB, Chio 


TO: MAAMA 
WRAMA 
MOAMA 
SAAMA 
OCAMA 
SBAMA 
SMAMA 
OQAMA 


UNCLAS FR MCO-6-1-E For Commander 


It has been determined that the quality of aircraft instruments overhauled 
or repaired by some commercial facilities is not satisfactory. In order to 
assure the quality and to preclude degradation of reliability of overhauled 
or repaired aircraft instruments, it is requested that immediate action be 
taken by all concerned to assure that any commercial facility awarded a 
maintenance, repair or overhaul contract for aircraft instruments by the AF, 
or by an airframe contractor, has the minimum equipment and facilities, 
including environmental conditions required to accomplish the repair or 
overhaul specified in the applicable T.C.'s referenced in the contract or 
order. All contracts or orders for overhaul or repair of aircraft instru- 
ments wild require that repair work will be accomplished in accordance with 
the applicable technical orders which mst be referenced in the contract or 
order. This applies to contracts or orders issued by the AF or any AF 
contractor. Facility Capability Surveys will be performed and actual visits 
will be made to the prospective contractor's facility in all cases regardless 
of the dollar value of the contract or order. 


SIGNED 
SYMBOL: MCO Willaim F. McKee 
Typed Name and Title: Lieutenant General, USAF 
R. Z. Peck, Executive, MCO Vice Commander 
Phone: 73214 
Date: 1 
Time: 2000Z 
Month: Jun 
Year: 59 


With reference to recommendation No. 2 in Senate Report 1031, “The Air 
Force should give serious consideration to instigating a research-and-develop- 
ment crash program aimed at improving the art of altimetry. That this pro- 
gram should be given prime priority needs no further endorsement than the 
knowledge that all military and civilian pilots are keenly conscious of the 
present inadequacies of available altimeters,” the following information is 
submitted : 

Research, testing, and evaluation on all phases of pressure altimetry have 
been accomplished or are in progress and programed under four specific projects. 
All pertinent tasks have Air Force priority 1-B. 

Development emphasis on the mechanical altimeter through the period from 
1955 to 1959 was: (1) to increase the performance throughout the standard Air 
Force operational environment. (This was accomplished. The type MA-1 has 
essentially one-half percent accuracy as contrasted to the previous 1 percent 
types MB-1 and MB-2) ; (2) to provide an altimeter display design which will 
not be subject to pilot misreading error. The counter-pointer design was de- 
veloped but rejected after flight-test evaluation. The drum-pointer design was 
released for production in 1955 after extensive flight test. Flight test re- 
evaluation was accomplished in 1959 as a direct result of the findings of investi- 
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gation board with respect to the crash of a passenger aircraft that—‘Possible 
misinterpretation of altimeter and rate of descent indicator” was a contributing 
factor. The results of the flight test program made it necessary to withdraw the 
type MD-1 altimeter from production. 

A display modification kit was developed and incorporated in the service three 
pointer altimeters to make them less susceptible to reading error. 

WADD has recently completed flight-test evaluation of three proposed display 
modifications to further reduce possibility of pilot reading error. Flight test 
results indicate that one display design is superior to that on the existing MA-] 
indicators. Recommendations have been submitted to MAAMA regarding pog. 
sible service modification. 

Equipment developed and techniques evolved to date through the above proj. 
ects make it technically possible to provide 1,000 feet altitude separation capa. 
bility in the existing aircraft inventory. In general, this requires the retrofit of 
more accurate, complex, and more expensive equipment in addition to compre 
hensive flight-test programs to establish design criteria for the particular 
vehicle and to validate the calibration accuracy of the installed equipment, 
Implementation of such improved altimeter systems will require extensive serv. 
ice engineering and flight-test calibration efforts. As noted above, the engineer. 
ing solution and consequently the cost and timing of retrofit installation wij] 
vary with the particular aircraft type, and possibly with individual aircraft of 
a particular type. 

The achieving of economical technical solutions to the many problems already 
existing and those in the foreseeable future involve a considerable technical 
effort both in-house and on the part of industry. It will continue to have our 
utmost attention. 








Ssible 
uting 
W the 


three 


splay 
t test 
MA-1 
B Pos. 


, proj- 
capa- 
ofit of 
mpre- 
icular 
ment, 
. Sery- 
rineer- 
n will 
‘aft of 


lready 
hnical 
ve our 


IN 377 
GOVERNMENT PROCUREMENT—1960 


v€ T “Vy y Te will recess now 
: rane r yy , G > sys ee iting Office ] 
BET cenarroe morning vhen the rene ral Ac oul = W 
ror ane = : mig “ . : . ‘AlrACCA Oo reconvene 
_ e aan at 5 D0 p.m. the hearing Was recesse d, t 
1 re . a mee . > ag 
a ( l a.m. Friday, April O, 1960.) 
at l 





GOVERNMENT PROCUREMENT—1960 


FRIDAY, APRIL 8, 1960 


U.S. SENATE, 
SUBCOMMITTEE ON GOVERNMENT PROCUREMENT 
OF THE SELECT COMMITTEE ON SMALL BUSINESS, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, at 11 a.m., in 
room 318 (the caucus room), Old Senate Office Building, Washington, 
D.C., Senator Harrison A. Williams, Jr. (New Jersey) presiding. 

Present : Senator Williams. 

Also present : Walter B. Stults, staff director: William T. MecInar- 
nay, counsel; J. LL. Anderson, professional staff member. 

Senator Witi1ams. The subcommittee hearing will come to order. 

This morning the Subcommittee on Government Procurement be- 
gins its fourth and final day of public hearings on the subject of 
negotiated defense contracts. 

Our witness this morning is James E. Welch, Deputy General Coun- 
sel of the General Accounting Office. Mr. Welch, I see you have 
some of your colleagues with you. Would you care to mtroduce 
them ? 

Mr. Wetcu. Yes, Senator. 


STATEMENT OF J. EDWARD WELCH, DEPUTY GENERAL COUNSEL, 
GENERAL ACCOUNTING OFFICE; ACCOMPANIED BY CHARLES M. 
BAILEY, DEPUTY DIRECTOR, DEFENSE ACCOUNTING AND AUDIT- 
ING DIVISION; STEWART D. McELYEA, ASSISTANT DIRECTOR, 
DEFENSE ACCOUNTING AND AUDITING DIVISION (IN CHARGE 
OF DAYTON OFFICE); MELVIN E. MILLER, PRINCIPAL ATTOR- 
NEY, OFFICE OF THE GENERAL COUNSEL; HASSELL B. BELL, 
ASSOCIATE DIRECTOR, DEFENSE ACCOUNTING AND AUDITING 
DIVISION; AND RALPH M. KEE, SUPERVISORY ACCOUNTANT, 
DEFENSE ACCOUNTING AND AUDITING DIVISION 


Mr. Wetcu. On my left is Mr. Charles M. Bailey who is Deputy 
Director of our Defense Accounting and Auditing Division. On 
his left is Mr. Stewart D. McElyea, Assistant Director of the same 
Division, and he is in charge of our Dayton office. 

On my right is Mr. Melvin E. Miller, principal attorney in our 
Office of the General Counsel. 

To my rear on my right is Mr. Ralph M. Kee, supervisory account- 
ant in Defense Accounting and Auditing Division; and on his left 
is Mr. Hassell B. Bell, Associate Director of the same Division. 


379 





380 GOVERNMENT PROCUREMENT—1960 


Senator Witt1ams. We know you have been very patient. Yoy 
have been with us through these hearings and we had hoped to make 
it possible for you to be heard yesterday but, as you recall, we got 
into rather extended discussions with some of the witnesses. We 
appreciate your making yourself available today. 

Mr. We cu. It has been very interesting to us, Mr. Chairman, and 
we appreciate the opportunity to appear here today. 

Senator Wiiu1aMs. You have a prepared statement, do you not? 

Mr. Wetcu. Yes, sir; I do. 

Senator Witiiams. Well, do you want to proceed in your own way! 

Mr, Wetcu. Thank you. 

It has always been our firm belief that procuring agencies should 

make every effort to permit full and free competition among all 
individuals and concerns who are ready, willing, and able to supply 
their needs, and we believe that the broader opportunity to compete 
through use of formal advertising may generally be expected to result 
in lower prices wherever formal advertising is practicable. 
_ This was the thinking of Congress at the time it passed the Armed 
Services Procurement Act in 1948. We are therefore greatly con- 
cerned with the extent to which the negotiation authority is now 
being used. In this connection, negotiated military procurement in 
the United States has increased from $9.7 billion in 1954 to $213 
billion in 1959, while advertised procurement has risen only from 
$1.8 billion in 1954 to $3.3 billion in 1959. 

We recognized the need for authority to negotiate in proper cases, 
However, in negotiated procurements, as well as in advertised pro- 
curements, we believe that obtaining the greatest amount of competi- 
tion possible offers the best assurance that the Government will receive 
full value for its procurement dollar. For this reason it is our opinion 
that effective controls are necessary to assure that formal advertising 
is being used wherever its use is practicable, and that negotiation 
procedures will require such competition as may be reasonably 
obtainable and will assure fair pricing. 

Many cases have come to our attention which illustrate the exist- 
ence of certain basic problems in procurement procedures. In our 
opinion they suggest three conclusions. 

First, there is need for increased emphasis on the use of formal 
advertising. 

Second, there is a need for the adoption of procurement procedures 
which will give reasonable assurance that effective competition can- 
not be obtained before contracts are negotiated on a sole source 
basis. 

Third, there is a need for increased emphasis on effective competi- 
tion in negotiated procurements in general. 

Mr, Chairman, you have asked our views on certain questions. The 
scope of these questions is sufficiently comprehensive to permit our 
answers to include our suggestions on measures to meet the three 
needs outlined above. 

With your permission, we would therefore like to discuss each of 
the questions in the order you have presented them to us. | Your 
first question asks whether 10 U.S.C. 2304 should be amended or 
modified to reduce the latitude exercised by the military departments. 





wm 


= bore 





ou 
ke 
rot 


Ve 
nd 


ot? 


ild 
all 
oly 
ete 
ult 


red 
on- 
Ow 

in 
1.3 
om 


Ses, 
ro- 
eti- 
sive 
ion 
ing 
‘ion 


bly 


our 
mal 


ures 
“AN- 
irce 


yet i- 


The 


our 
hree 


h of 
‘our 
1 or 
ants. 


GOVERNMENT PROCUREMENT—1960 381 


As you know, 10 United States Code 2304 is the codification of 
section 2 of the Armed Services Procurement Act which contains the 
17 exceptions which have been discussed here so much. Also, section 
9304 has been read into the record by other witnesses so I will not 
reread them. 

The legislative history of these provisions indicates clearly that 
Congress intended the military departments to continue to make the 

ater volume of their purchases and contracts by formal advertis- 
ing, and that this method should be used in all procurements in which 
it could be reasonably be expected to give satisfactory results, even 
though circumstances might exist which would be sufficient to author- 
ize negotiations under one or more of the exceptions. 

But no such direction appears in the language of the act, and the 
Armed Services Procurement Regulation, while stating the statutory 
requirement that procurement shall be effected by advertising for 
bids, places no effective restriction on the use of negotiation other 
than requiring that the contemplated procurement fall within 1 of 
the 17 exceptions and that all determinations and findings prescribed 
by law, and ees by regulation have been made. 

In effect, we believe that the failure of either the law or the Armed 
Services Procurement Regulation to spell out specifically a require- 
ment that formal advertising shall be used in appropriate cases, not- 
withstanding the fact that an exception may apply, encourages the use 
of negotiation wherever the procurement can be fitted into one of 
the exceptions, regardless of the fact that the procurement could and, 
in the best interest of the Government, should be formally advertised. 

We think this situation might be corrected to a great extent if 
title 10 were amended to specifically provide that formal advertising 
is to be used wherever practicable, and to require that use of excep- 
tions (4), (5), (6), (7), (8), (9), (11), (14), and (17), which do 
not, in themselves, preclude the use of formal advertising, be sup- 
ported by a statement of facts indicating that use of formal adver- 
tising would not produce satisfactory results. 

Your second question asks whether any of the 17 exceptions should 
be amended to further limit their applicability. 

We believe that such action, with respect to several of the excep- 
tions, would be effective in increasing formal advertising, without 
impairing effective procurement of the needs of the military 
departments. 

Thus, as presently constituted, exception (9) authorizes negotiated 
procurement of both perishable and nonperishable subsistence sup- 
plies. The authority to negotiate for nonperishable subsistence sup- 
plies was added to exception (9) in 1958 by section 8 of Public Law 
85-800, and the history of this amendment indicates that the addi- 
tional authority was requested for, and was contemplated primarily 
to cover, the procurement of canned meats, fruits, and vegetables, 

However, we find that the military is now procuring such commodi- 
ties as flour, sugar, salt, pepper, tea, coffee, and plastic spoons by 
negotiation, while civilian agencies are procuring similar items by 
formal advertising. This raises the question of whether the authority 


to negotiate for nonperishable subsistence supplies under exception 
(9) should not be restricted. 
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Exception (10) authorizes negotiation where the purchase or con. 
tract is for property or services for which it is impracticable to ob. 
tain competition. Figures compiled by the Defense Department show 
that approximately $4 billion, or 18.6 percent of all negotiated mili- 
tary procurements for fiscal year 1959, were made under this exception, 

It is under this exception that most sole source procurements are 
accomplished, and the first illustrative example set out in ASPR 
3-210.2 of procurements falling under exception (10) is “when sup- 
plies or services can be obtained from only one person or firm.” 

There can be no argument that advertising is useless and negotia- 
tion is proper where this circumstance exists. But problems appear 
to arise in determining whether this is, in fact, the situation in any 
true “sole source” procurement. The criterion established by law to 
negotiate under exception (10) is that it must impracticable to obtain 
competition. The fact that only one established source of supply is 
known to exist is not, in our opinion, sufficient justification for 
negotiation under the exception. 

Nevertheless, procurements are negotiated under exception (10) on 
this basis where competition could have been obtained. We believe 
this is indicative of a need for a procedure which would provide better 
safeguards against misuse of such authority. We will discuss this 
point further in answering your last question. 

Many procurements of components and parts are accomplished 
under the 15th example in ASPR 3-210.2. This example authorizes 
negotiation for replacement parts or components in equipment spe- 
cifically designed by the manufacturer, where data available is not 
adequate to assure that the part or component will perform the same 
function in the equipment as the part or component it is to replace. 
We have found cases in which parts were procured from the original 
manufacturer when adequate data to permit competition was avail- 
able. These cases illustrate the need for more effective regulation in 
such procurements. 

Before concluding our discussion of the individual exceptions, I 
would like to invite specific attention to the provisions of exception 
(14). Over $7 billion, or about 33 percent of all negotiated military 
procurements for fiscal year 1959, were made under this exception. 

Among other circumstances, this exception authorizes negotiation 
of a contract for technical or special property if the Secretary of the 
procuring department determines that production of such property 
requires a substantial initial investment and formal advertising might 
require duplication of investment or preparation already made. 

ASPR 3-214.2 states that this exception will be used in situations 
where it is preferable to place a production contract with the sup- 
plier who had developed the equipment, and thereby assure to the 
Goverment the benefit of the techniques, tooling, and equipment al- 
ready acquired by that supplier. This authorization is no less than 
an open invitation to award production contracts to research and 
development contractors without competition. 

Our office has consistently setthttiptie’ that once a product has reached 
the production stage and it is possible to state all or a portion of the 
contract requirements in specification form, it is generally in the best 
interest of the Government to obtain the greatest competition possible. 
At least two of the military services have issued procurement direec- 
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tives which appear to support this reasoning. We believe benefits in 
the form of lower prices, new ideas and techniques, and a broader 
industrial base may be expected from such procedure. | 

It is a fallacy to assume that capable and responsible producers 
cannot, or will not, be able to compete for a product they have not 
as yet produced simply because it will require a substantial initial 
investment to tool up and train employees to build the product. 

It has recently come to our attention that the military departments 
may be using exception (14) as authority to negotiate only with one 
concern on the basis that that concern has made a substantial initial 
investment when, in fact, there are other capable concerns who have 
also made such an investment, and would be willing and ready to 
compete for the procurement, if given an opportunity. We plan to 
look into this situation. 

Also, we suggest that consideration be given to amending exception 
(14) to either eliminate duplication of a “substanial initial invest- 
ment” as a factor justifying negotiation, or to limit the application 
of this factor in substantial initial investments by the Government 
which would require duplication by the Government in the event of 
procurement from a new supplier. 

Your third question asks whether any of the exceptions should be 
eliminated. 

We believe that all of the 17 exceptions are necessary in the interest 
of expeditious, economical, and efficient procurement, and we have no 
reason to doubt that many of the procurements accomplished under 
each exception are justifiable. For these procurements we feel that 
specific authority to negotiate is more desirable than attempting to 
advertise the procurement or attempting to justify negotiation under 
an exception of doubtful application. We therefore do not recom- 
mend the elimination of any of the exceptions to formal advertising 
set out in section 2304. 

Your fourth question asks our opinion on whether minimum stand- 
ards for the negotiation procedure should be prescribed in the Armed 
Services Procurement Act. 

One of the basic problems in this area is the question of when a 
procuring agency should be required to conduct oral or written dis- 
cussions with offerors and, where such discussions are proper, the 
number of offerors who should be given the opportunity for discus- 
sion. Obviously, there are situations in which discussions should 
not be required. 

For example, where rates or prices are fixed by law or regulation, 
or where small purchases are made on the open market. 

While no criteria are prescribed in this area by law, ASPR 3-805 
does set out certain standards. Under this regulation where one 
offeror submits a proposal which is clearly and substantially more 
advantageous to the Government, negotiations may be conducted with 
that offeror only. Where several offerors submit offers which are 
grouped so that a moderate change in either the price or the technical 
proposal of any one would make it the most advantageous offer, the 
contracting officer should, but is not required to, negotiate with all 
offerors in the group. And in certain procurements, where a substan- 
tal number of clearly competitive proposals have been obtained and 
the contracting officer is satisfied that the most favorable proposal is 
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fair and reasonably priced, an award may be made on such proposal 
without discussion or negotiation with any offeror. 

It is our opinion that the authority to negotiate does not, in al] 
classes of negotiated procurements, warrant the curtailment of compe. 
tition. Yet this is the result where several proposals are received and 
the contracting officer may decide to negotiate with only one offeror 
or to award a contract without discussion with any offeror. 

We are therefore not in agreement with the present provisions of 
ASPR 3-805. We believe that either the regulation or the provisions 
of chapter 137 of title 10, United State Code, should be amended to 
require the conduct of negotiations with all responsible offerors who 
submit proposals within a certain competitive range, price and other 
factors considered, in all negotiated procurements in excess of $2,500 
in which rates or prices are not fixed by law or regulation and in which 
time of delivery will permit such negotiations. 

Your fifth question asks whether the Armed Services Procurement 
Act should require formal advertising of defense contracts under cer- 
tain conditions. 

Other than our suggestion, in answer to your first question, that 
the act should be amended to specifically provide that formal adver- 
tising is to be used wherever practicable, and to require additional 
findings before contracts may be negotiated under certain of the ex- 
ceptions, we have no further suggestions in this area. 

The sixth question asks whether certain high dollar value defense 
contracts should receive prior approval of our office to assure com- 
pliance with proper and efficient procurement procedures. 

We do not favor this procedure. Contract negotiations, award, and 
administration, including contract review prior to award, are the 
function of the operating agencies. Agencies may always request ad- 
vance decisions of the Comptroller General prior to award on any 
doubtful aspect of a procurement, and bidders may question the 
legality of a proposed agency action by protesting to our office. 

But we believe that if the General Accounting Office were to attempt 
to make preaward reviews of all aspects of certain procurements, such 
action would relieve the administrative agency of its responsibility for 
making efficient procurements. It also could result in delay in effect- 
ing necessary actions and might be viewed as affecting the independ- 
ence of any subsequent review and reporting by the General Account- 
ing Office. 

Ve therefore believe the agencies should continue to be responsible 
for the efficient operation and management of their procurement activ- 
ities without depending upon a General Accounting Office review 
and approval of contract awards. 

The seventh question asks our opinion as to whether the present 
review of such contracts is adequate to insure compliance with proper 
and efficient procurement procedures. 

We believe our audits have clearly shown that in many instances 
the agencies’ review procedures have not been effective in insuring 
compliance with proper and efficient procurement procedures. How- 
ever, the military departments and the Department of Defense have 
taken action designed to correct many of these uneconomical prac- 
tices which, if diligently carried out, should go a long way toward 
improvement in carrying out the procurement mission. 
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Whether we can consider current review procedures adequate will 
depend, for the most part, on the results of our present and future 
audits. In the event new or continuing weaknesses in this area 
are indicated, we shall continue, as in the past, to recommend remedial 
measures and to report our findings to the Congress. 

Your final question asks our opinion on whether more defense 
contracts should be publicized in the Department of Commerce Daily 
Synopsis, and a statement of any limitation we might recommend 
placing on the requirement that all contracts over a stated dollar 
amount be so publicized. 

On March 15, 1960, the provisions of the Armed Services Procure- 
ment Regulation requiring publication of proposed procurements in 
the Commerce Daily Synopsis were amended. While the new regu- 
lation exempts 17 classes of procurements in excess of $10,000 from 
publication, rather than the seven classes previously listed, we note 
with interest that sole-source procurements, as such, are no longer 
exempted from publication. 

As we stated in our discussion of exception (10) above, there can 
be no doubt that it would be useless to publicize procurements where 
only one established or potential source exists, but our experiences lead 
us to the conclusion that many sole-source determinations may, in 
fact, be based upon erroneous or incomplete information. We be- 
lieve that in many procurements in which only one source of supply 
is known to the procuring agency, publication of the need for such 
supplies may be expected to reveal new sources. 

The exemption of sole-source procurements from publication under 
the prior regulation was the only provision of that regulation with 
which we were in substantial disagreement. Under the new regu- 
lation we trust that contracts will be negotiated on a sole-source basis 
under exception (10) only after publication of the proposed procure- 
ment in the Commerce Daily Synopsis does not result in competition. 

Time has not. permitted a full evaluation of the 17 exemptions from 
publication under the new regulation, and we therefore offer no com- 
ments on their merits at this time, 

Mr. Chairman, this concludes my prepared statement. With your 
approval, Mr. Bailey would now like to present a statement setting 
forth specific cases which will serve to illustrate some of the problems 
which I have referred to. 

Senator WixiiaMs. Very well, Mr. Welch. Mr. Bailey. 


STATEMENT OF CHARLES M. BAILEY, DEPUTY DIRECTOR, DEFENSE 
ACCOUNTING AND AUDITING DIVISION, GENERAL ACCOUNTING 
OFFICE. 


Mr. Battery. Mr. Chairman, my statement will summarize some of 
the more significant matters disclosed by our audits of military pro- 
curement contracts including the problems involved in negotiated 
contracts in general and sole source contracts in particular. 

We have forwarded a number of reports to Congress which illustrate 
the difficulty of obtaining reasonable prices for articles procured by 
negotiation. Negotiated prices are based largely on estimated costs to 
produce the item required. Such estimates must be as sound and 
realistic as possible to arrive at fair and reasonable prices. However, 
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we have found a number of deficiencies in the negotiation and admin- 
istration of such contracts. 

For example, in the Comptroller General’s testimony before the 
Subcommittee on Defense Procurement, Joint Economic Committee, 
in January 1960, it was pointed out that the General Accounting Office 
had reported to Congress 16 cases in which contract negotiators failed 
to obtain or adequately review the latest available cost data in estab. 
lishing prives. As a result, excessive costs to the Government in 
these 16 cases aggregated about $27.8 million. 

We believe that competition is one of the best means of assuring 
that negotiated prices are fair and reasonable. However, when effec- 
tive competition is lacking, extra precaution is needed to assure that 
prices paid by the Government are reasonable. During the past 18 
months we have forwarded to the Congress seven reports on procure- 
ments fro’1 nine suppliers where competition was either lacking 
entirely or was ineffective. 

In these cases we found that Government and prime contractor 
negotiators either did not obtain or did not adequately review cost 
information from their suppliers. Asa result, prices of the supplies 
procured exceeded production costs by 24 to 100 percent. Total 
sales amounting to in excess of $48 million exceeded total production 
costs by 40 percent. 

In one case alone, sales of a subcontractor over a 3-year period 
amounting to $1914 million exceeded production costs by 38 percent. 
We found in this case that proposed prices submitted by the subcon- 
tractor to the prime contractor were based on cost estimates which were 
substantially in excess of costs known to the subcontractor or which 
the subcontractor reasonably could have expected to incur. Had the 
prime contractor adequately reviewed these cost estimates, we believe 
more reasonable prices could have been negotiated. 

After our bringing this case to the attention of appropriate military 
officials, the subcontractor refunded nearly $314 million. While a 
price adjustment was made by the subcontractor in this case, subse- 
quent adjustments are not acceptable substitutes for initial fair and 
reasonable prices based on realistic estimates or for careful procure- 
ment by the prime contractor or higher tier subcontractor. In some 
of the cases involved in these reports we found that prime contractors 
were reluctant to examine the cost records of their suppliers or to 
require submission of cost data in support of proposed prices. 

After receipt of a number of our reports, the Department of De- 
fense took steps to improve their procurement directives. The Armed 
Services Procurement Regulation was substantially revised in October 
1959. This revision included instructions aimed at closer review and 
evaluation of proposed prices and the strengthening of procedures 
covering the subcontracting area. 

Even where pricing data is available and evaluated with a reason- 
able degree of accuracy and efficiency, procurements from sole source 
suppliers may not be as economical as when competition is obtained. 
An example which illustrates the effect competition can have on 
prices of items previously obtained from sole or limited source sup- 
pliers came to our attention during one of our reviews of the procure- 
ment of radar systems by the Navy Department, Bureau of Ships. 
This review was initiated at the request of the Honorable Abraham J. 
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Multer, chairman, Subcommittee No. 2, Select Committee on Small 
Business, House of Representatives. 

Between November 1949 and June 1958, the Bureau of Ships nego- 
tiated four separate contracts for radar sets with a single supplier. 
Although competition was solicited in three of the procurements, little 
or no negotiation discussions were undertaken with the competing 
suppliers. , 

3ut in the fifth procurement, which was made in January 1959, a 
contract was awarded under formal advertising procedures to a sup- 

lier who had not previously manufactured this particular radar set. 
The price bid by the successful supplier was $10,209 per unit less than 
the lowest negotiated prices previously paid for the equipment and 
about $8,485 lower than the bid of the first supplier on the same 
advertised procurement. 

We believe that this case illustrates the potential price savings 
afforded by full and free competition through formal advertising, 
and that so-called competitive negotiation where very limited negotia- 
tions are conducted does not always result in effective competition. 

Another case which recently came to our attention involves the pro- 
curement by negotiation of oscillators by both the Navy and the Air 
Force. The contractor initially proposed to, furnish the Air Force 
699 units at $816.26 per unit. The Air Force price analyst recom- 
mended acceptance of a price of $803.54. The quantity was then 
increased from 699 to 756 units, and the contractor submitted a price 
quotation of $772.50 per unit. Five days later a competitor sub- 
mitted a price quotation of $680 per unit. 

Representatives of both firms then visited the Air Force and dis- 
cussions with each resulted in revised quotations of $625 per unit by 
the contractor and $580 by the competing company. Eleven days 
later the contractor reduced his quotation to $540, which was accepted 
by the Air Force on April 25, 1955. The contractor stated that the 
price of $540 per unit was designed to insure obtaining the contract 
so that prematurely purchased material could be utilized and to reflect 
a reduction of $56.35 per unit for overhead which had been absorbed 
in the pricing of an earlier Air Force procurement. 

However, the circumstances in this case suggest that the unexpected 
competition was a major factor which forced the contractor to lower 
its price to a level consistent with the cost of producing the item. 

About 214 months after the above Air Force purchase, the Bureau 
of Ships, Department of the Navy, negotiated a firm fixed-price con- 
tract with the same contractor for 205 units of the same type of equip- 
ment at $750 per unit. The Bureau of Ships did not review the con- 
tractor’s prior cost experience but relied upon a comparison of the 
proposal with a price paid 3 years earlier for the same item, on unveri- 
fied meprentations by the contractor that the price quoted compared 
favorably with the price recently negotiated with the Air Force for 
similar items, and on a written warranty that the price to the Navy 
was as low as the amount charged to the contractor’s most favored 
customer. 

_ Had the Navy considered the contractor’s prior cost experience 
in producing this equipment, it would have found that the price 
quoted by the contractor and accepted by the Navy was unreasonably 
high. Moreover, had the Navy verified with the Air Force the latest 
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prices negotiated, it would have learned of the lower price to the 
Air Force of $540 a unit. It also seems possible that had the Navy 
sought competition, they, too, could have secured a lower price 

We also believe that the Government frequently loses the benefits 
of competition through the failure of the military departments to 
obtain and use for follow-on procurement purposes contractor. 
furnished drawings prepared at Government expense. 

The procurement of drawings and technical data occurs early in the 
life of many military items. W hen an item has been developed toa 
point that it is procured for service test or service use, manufacturing 
or production drawings generally are procured. Manufacturing- -type 
drawings are required and obtained for use in inspection, for 
maintenance and repair purposes, and for future procurement or 
production. These drawings are paid for by the Government as part 
of the contract price and should at all times be available for use in 
soliciting bids from competitive sources of supply. 

In a selective review at the Air Materiel Command, Department 
of the Air Force, we found that the Government has not been ina 
position to realize the maximum benefits of competition in many pro- 
curements of military items, components, and spare parts because 
manufacturing drawings were either not available or not readily ac- 
cessible. Although only a small percent of the contracts restricted 
the Government's right to use the drawings for procurement pur- 
poses, we found that contracts did not always contain provisions either 
granting or denying the Government the right to use them. Where the 
contracts were silent on the right to use drawings, the Air Force had 
construed them as not permitting the Government to use the drawings 
for procurement purposes. 

We believe such interpretation of the Government’s right was 
unnecessarily restrictive. We also found that in many cases drawings 

required by the terms of the contracts either were not furnished or 
were unnecessarily delayed or the use of such drawings was prevented 
because of inadequate records, controls, and proc edures regarding 
the receipt, storage, and issue of drawings for procurement purposes. 
In our tests, we found that over 25 percent of the requests for draw- 
ings for procurement purposes were denied because records showed 
that the Government did not have the right to reproduce and use the 
drawings for such purposes. 

We also reviewed the receipt, control, and use of contractor-pre- 
pared drawings acquired at Government expense within the Bureau 
of Aeronautics, the a of Ordnance, and the Bureau of Ships, 
Department of the Navy. We found that although Navy contraets 
contain provisions, where applicable, for the submission by con- 
tractors of drawings and technical data for use by the Government 
in subsequent procurement, there were serious deficiencies in the re 
ceipt, control, and use of contractor-furnished drawings. The con- 
trols exercised by two Bureaus (Aeronautics and Ordnance) were in- 
adequate to insure that all drawings required to be submitted by 
contractors are received by the designated storage activities. 

As a result, these activities are frequently unable to supply copies 
of drawings for use in subsequent procurement. For example, at 
the Aviation Supply Office, Bureau of Aeronautics, Philadelphia, 
awards were made after conducting negotiations with only one sup- 
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lier in 259 cases out of 339 cases we examined (about 76 percent). 
In many cases, the unavailability of adequate data was cited as the 
reason for procuring without competition, although a determination 
of the availability and adequacy of data generally had not been made. 
In some of these instances drawings had been received from_con- 
tractors and were readily available to the Aviation Supply Office. 

A comparison of 45 examples obtained from the Aviation Supply 
Office showed instances where identical items had been procured 
both through negotiation and through competitive bidding, and re- 
vealed that savings effected through competition exceeded 40 per- 
cent of the sole source prices. a. ' 

The General Accounting Office is currently reviewing noncompeti- 
tive negotiated procurement of replacement spare parts in the Army, 
Navy, and Air Force. This review is being performed to determine 
the extent to which the services are awarding sole source contracts 
for replacement spare parts when they have, or should have, all of the 
data necessary for competitive procurement. 

This review is in the very early stages and our final conclusions will 
necessarily be affected by our subsequent work. Also, we have not 
obtained the departments’ explanations or comments with respect to 
our findings to date. However, the work has progressed far enough 
in the Air Force that we believe a description of our preliminary find- 
ings will be of interest to the committee. 

For purposes of this review in the Department of the Air Force, 
we selected contracts covering noncompetitive sole source spare parts 
procurement of over $200 million during calendar year 1959. All of 
this $200 million was awarded under noncompetitive open contracts 
or other straight fixed-price sole source contracts. Air Force open 
contracts are agreements negotiated with suppliers, usually on a cal- 
endar year basis, which provide that the Air Force will buy unknown 
quantities of unspecified parts during the contract period and that 
prices will be negotiated when calls are issued to the supplier. 

Our experience so far is that these contracts are negotiated under 
the authority contained in 10 U.S.C. 2304(a) (10). However, we 
have not yet examined each of the contracts selected and some of them 
may be justified under other exceptions allowing negotiated con- 
tracting. 

During the next several months we intend to review the circum- 
stances which existed in the sole source procurement of a large number 
of replacement spare parts. We have already completed our review 
of a relatively small number of parts and we have with us today sam- 
ples of 35 of these which were borrowed from Air Force stocks. These 
are available for your inspection and are submitted to illustrate the 
simplicity of some of the items which are procured by sole source 
contracting. We also have with us copies of the drawings and specifi- 
cations for 29 of the parts. 

While we do not contend for any one of these parts that the award 
we examined should have been competitive since the nature of any 
specific item, the quantities bought in these instances, or some emer- 
gency condition, may have justified a sole source award ; we have deter- 
mined that the noncompetitive procurement. of replacement spare 
parts routinely follows when open contracts have been awarded to 
original suppliers, and that there has been little or no consideration 











390 GOVERNMENT PROCUREMENT—1960 


given to the practicality of developing competitive sources. We be. 
lieve that these parts are representative of a very large number of 
relatively simple replacement spare parts which the Air Force has 
not considered appropriate for competitive procurement. 

Weare unable to evaluate the prices paid for the parts since we have 
no basis for a comparison; however, we believe it is unlikely that the 
Air Force negotiators were in any better position to judge the reason. 
ableness of the prices proposed by the contractors and accepted by the 
Air Force. The prices paid for the particular purchases covered in 
our examination of these 35 parts amounted to a total of over $100,000, 
and represented a part of 442 line items appearing on calls totalin 
$861,938. The calls ranged in total price of from $2,502 to $170,859 
each. 

I have a schedule which we will give to you, Mr. Chairman, and the 
staff, which will detail these items. 

Senator WitiraMs. Very well. Will that be for inclusion in the 
record ? 

Mr. Battery. Whichever way you prefer, Mr. Chairman. 

Senator WittraMs. How long isthe detail ? 

Mr. Battry. It.is one page. 

Senator Witui1aMs. Fine. We would like to have it. 

(The tabulation referred to follows:) 
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Mr. Battery. Our examination of the 35 parts disclosed the follow. 
ing information : 

1. Complete drawings and specifications were in the Air Force files 
at the time of the contract award we examined. 

2. Air Force engineering technicians at the procuring depots haye 
— us that the data are adequate for procurement purposes, 

Air Force employees at Wright-Patterson Air Force Base ip. 
sce us that the Air Force had rights to use the data for procure. 
ment purposes. 

4. At least 6 of the 35 parts were manufactured by vendors to the 
contractor receiving the sole source award. 

Mr. Chairman, this concludes my statement and I will be glad to 
answer questions on any of the matters just mentioned, should you or 
any of the members of this subcommittee so desire. 

First, Mr. Chairman, if it is permissible, I would like for Mr. Me. 
Elyea to show you the parts we have here as examples of these items, 
which we feel illustrate the simplicity of some of the types of parts 
that are being procured on a sole source basis. 

Senator Wiiu1aMs. This is going to be a little difficult to reflect in 
the record. Why do we not see what you have and maybe we can 
describe it for the record. 

Mr. Bary. I think the illustrations would be easier than to try to 
describe the parts. 

Senator WituiaMs. Well, the first item looks like a simple nut. 

Mr. Bamey. We are not engineers, Mr. Chairman, but we feel this 
type of thing could be subject to— 

Senator Witu1amMs. The nomenclature is “nut,” the class code is 
233-5310-637-0569. 

The unit price was 2 cents, total price $2,000, quantity 100,000. This 
is an example of a sole source ? 

Mr. Battery. Yes, sir; this item was procured on a sole source basis, 

Senator WitiiaMs. It was procured from Lycoming. You were 
here, gentlemen, when we were going through these m: achine runs and 
it was described that a lot of this sole source follows a competitive 
award, and it is for the replacements, the changes, the modifications 
and the amendments. 

We, of course, do not know whether an item like this came along as 
an amendment or change of a competitively awarded contract. 

Mr. Bamey. Let me describe briefly the procedure under which this 
was purchased. A call contract, calling for spare parts for a particu- 
lar end item is negotiated without spec ify ing the parts that will be re- 
quired or the prices that will be paid, because there are certain parts 
which are peculiar to the equipment for which the spare parts are to 
bil dupplied. 

Subsequent to the negotiation to this contract and a determination 
that it is not feasible to obtain competition for the spare parts to be 
supplied, which are indefinite in quantity, items and amount, requisi- 
tions come through for spare parts for this item. 

These spare parts are routinely purchased on a sole-source basis 
because of this procedure of negotiating for spare parts in indefinite 
amounts, subject to later call as to the parts that will be required. 
These are all comparatively simple items which we believe need not 
be purchased on a sole-source basis, and if subject to full competition 
might produce substantially better prices. 
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I would like to also observe, Mr. Chairman, if I may, in connection 
with one of the parts which Mr. McElyea can identify for you there, 
that on Tuesday of this week it came to our attention that the Air 
Force had made a sole-source purchase of 184 units of part No. 11 on 
the schedule from Radio Corp. of America on May 25, 1959, at a unit 
price of $18.82. | 

This was 12 days prior to the sole-source purchase of 100 units from 
Bendix on June 6, 1959, at a unit price of $15.30. Both sole-source 
purchases. This part and some 120 others are alla railable from both 
companies. They are applicable to a radar set which was developed 
for the Navy by the Houston Corp. between 1945 and 1950. About 
1953 Dayton Air Force Depot became responsible for spare-parts pro- 
curement for the radar system. We have been advised that some time 
after December 1953 RCA and Bendix acquired the assets of the Hous- 
ton Corp.; RCA bought the Radar Division of Houston and Bendix 
purchased all of Houston’s patent rights and drawings. Both RCA 
and Bendix continued to use the manufacturer’s part numbers assigned 
by Houston, so subsequently we find the Air Force purchasing from 
both companies on a sole-source basis. 

Senator WitiiaMs. With a difference of $3? 

Mr. Battery. With a difference of $3, approximately, per unit in 
this particular part. 

Senator WitiiAMs. I am looking at what appears to be a very simple 
small gasket. ‘This is illustrative of your point, I gather, that such 
items could be produced by hundreds of manufacturers. 

Mr. Battry. This is our opinion, Mr. Chairman. 

Senator Witii1AMs. But they are being awarded on a negotiated sole- 
source basis / 

Mr. Baitrey. And the drawings, we might say, are available. 

Senator WitiiaMs. Yes. 

Mr. Battery. We have the assurance of the technical people at Air 
Materiel Command that these are adequate. 

Senator Witi1aMs. This is far from the example that the Navy pre- 
sented yesterday. ‘Two sets of similar ball bearings were shown to 
us; one cost about 30 or 40 cents and the other $4-and-something. One 
could be used in a bicycle and for any number of uses. Secretary 
Milne specified a bicycle and the other was to be used in aircraft. And 
while they looked alike, the more expensive ball bearing was substan- 
tially different. 

Mr. Battery. Yes, sir. 

Senator Wittiams. And could only be gotten from one source. This 
certainly is to the contrary, this little gasket I am holding here. I 
gather you have a lot of other examples ? 

Mr. Baitey. We have 35 parts here which we believe illustrate this 
point. 

Senator Witi1iMs. Just one question that might arise here. You 
make the point very graphically—I do not know whether the record 
will reflect it, but it is very dramatic as we look at these simple items. 
Your point is made forcefully that these certainly could be the sub- 
ject of competitive award because anyone in the business could make 
these things. 

I just wonder, however, whether there is any way to evaluate the 
administrative cost of letting these awards out on a competitive basis 
against the relative simplicity of doing it on a sole source basis? 
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Mr. Battery. Yes, sir. 

Well, these awards or these calls are made for a number of items 
that will be procured at a particular time to supply existing needs, 
and while the amounts that were purchased of these items, were not 
extensive, in certain instances, for this particular purchase, the over. 
all call can be very substantial in many cases. As I indicated in my 
statement, some of these calls amounted to several hundreds of thous. 
ands of dollars. I believe it is shown on that schedule ' that you haye 
there that some of these calls are substantial. So the administrative 
cost of processing these calls would be spread over a number of items, 
and we believe that it would be practical, at least, to attempt com. 
petition. 

As I also mentioned in my statement with respect to these particular 
purchases, we have not yet had an opportunity to verify whether it 
would have been practical in these particular instances to obtain 
competition. Time, or other factors might have made it necessary 
to go sole source, but where, as a routine matter, these contracts exist 
and these calls are made to the sole source supplier, we feelthat there 
is an area where competition could be secured in many cases. 

Senator WiiuiAMs. Well, of course, that has been the feeling of this 
committee. That is one of the reasons we are going intensely into 
this subject and why these hearings were held. I would observe that 
you gentlemen have been most responsive and most helpful, and not 
only as a Member of the Senate, but as a citizen we are very grateful 
that you are doing this exhaustive audit for corrective purposes to 
save money, since this is our biggest expenditure effort of the Federal 
Government. 

I would think if you keep at it and discover more and more ex- 
amples of how procurement policies are resulting, present policies are 
resulting, in paying more than we should, we will be able to release 
a lot more dollars for a lot more defense withcut spending any more 
money. Do you not believe that is true ¢ 

Mr. Battey. Thank you, Mr. Chairman. We are going to; ou 
plan is to continue to work in this area. 

Senator Witu1aMs. I would think that the approximately $24 bil- 
lion will get a lot more defense if we can, through more compeition, 
get a better price on the items we are buying. 

Mr. Battery. Yes, sir. 

Senator Wititams. I think we certainly get the point here from 
this demonstration of the items, simple items, that now are purchased 
on a sole source basis. 

Mr. Battery. This concludes my statement, Mr. Chairman. 

Senator Wiiutams. Thank you, Mr. Bailey. 

We considered whether these exhibits that you have presented here 
could be held for a while*so that other members might have a chance 
to feel the impact of the demonstration. 

Mr. Battey. I am sure this would be possible, Senator. We have, 
as I said, borrowed these from the Air Force and they expect us to 
return them, but I am sure they would have no objection to our 
leaving them for a few days with the committee. 

Senator Wimu1ams. Well, I am sure we would all have a lot of 
uses for some of these nuts and bolts; we will give you assurances 


1 See exhibit XXXIV, p. 391. 
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they will all be returned as we did yesterday with General Scofield. 
We assured him that his file would be returned complete. I forgot 
to get from him an assurance that the file came to us complete. 
(Laughter. | } 

Mr. Welch, you have been with us here for 3 days of the hearing. 

Mr. Wetcu. Part of the time, Mr. Chairman, but the entire time 
some of our representatives have been here. 

Senator Wii1AMs. I just wondered if you wanted to take a moment 
to make any observations you might have on the testimony that you 
have heard or that has been reported to you ? 

Mr. Wetcu. Yes, Mr. Chairman. I would like to make a general 
comment. From the testimony during the past several days, it seems 
to us that there is substantial agreement among the witnesses of the 
military departments on several points. 

The military representatives who have appeared here all seem to 
agree that it is in the best interests of the Government to obtain the 
maximum competition reasonaby possible in the procurement fields 
covered by the hearings. 

They also seem to agree, at least in principle, that formal advertis- 
ing should be used wherever its use is practicable. They agree, too, 
that procurement should be negotiated on a sole source basis only 
where, for one of a number of reasons, it is impracticable to obtain 
competition. 

We believe that these points correctly set out the intention of the 
Armed Services Procurement Act, the intention of the Congress, 
when it enacted that act, and responsibilities and duties of the procure- 
ment officials under the law; and we hope the testimony of the wit- 
nesses on these points also reflects the thinking of the personnel in 
all the remaining defense procurement activities. 

If so, it would seem to us that there is a broad area of agreement 
on the objectives we all are trying to achieve. The problem then be- 
comes one of assuring that such objectives are achieved in the future 
to the greatest possible extent, not only in the procurement areas 
covered by the testimony during the last several days but in the 
procurement of all supplies and services by the military departments, 
including the civilian departments. 

As we have indicated, however, we do think there is room for 
improvement in achieving these desired objectives. And we think 
that this is demonstrated by the illustrations and cases that we have 
referred to today. 

As Mr. Bailey has told you, we will continue to try to do our part 
in bringing about better procurement practices or improved procure- 
ment practices. 

Senator Witt1AMs. We appreciate those observations. 

Mr. McInarnay, do you have any questions? 

Mr, McInarnay. Mr. Welch, yesterday Secretary Johnson told the 
committee that the Comptroller General had ruled that on negotiated 
contracts a company could submit a proposal any time up to the point 
the award is made. Has the Comptroller General ever made such a 
ruling ? 

Mr. Wetcu. Well, I think that he was referring to a case which, as 
I recall, involved a situation where in negotiating a procurement, one 
of the proposers, one of the bidders, who was interested in securing 
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a bid, who had bid on the procurement, came in to the contrac ting offi- 
cer and made a further reduction in his price which made him loy 
bidder and this was done prior to award. 

He was told, however, “Well, we have cut off the negotiations so we 
are not going to consider your proposal.” 

Now, in negotiation procedures, we question whether this is proper 
procedure as against the situation in formal advertising. In formal 
advertising, we » have a public opening required by law and the bids as 
of that time are fixed. There are to be no further negotiations, the 
lowest responsible bidder is required to get the award. But it is a 
very different situation when you are negotiating a contract. 

In our view, when you are negotiating, you ‘should permit bidders 
to offer you their best price up until the time you make an award, and 
that was the theory on which we decided that case, as I recall the case 

Mr. McInarnay. So that in that case a proposal had been sultatt 
ted timely but it was a negotiation down of the man’s price? He 
came in with a reduced price. He had submitted a proposal. It 
wasn’t that he had come in with a proposal at the last minute. 

Mr. We cu. I do not think that would have made too much differ- 
ence in our thinking. 

Mr. McInarnay. I notice, Mr. Welch, in your letter to the chair- 
man of the subcommittee dated March 11,' your No. B-141954, you 
say that your office, as well as the courts, and you set out certain deci- 
sions of lower Federal courts and the Court of Claims, hold that the 
purpose of the competitive procurement statutes and regulations is to 
give all persons equal rights to compete for Government contracts, and 
for the Government to secure the benefits of full and free ¢ ompetition. 
I take it from your and Mr. Bailey's testimony, you feel in many in- 
stances this is not being complied with ? 

Mr. Wetcu. Well, we think it is complied with generally where 
formal advertising procedures are followed and, of course, that prin- 
ciple of law requires such procedure. 

Now, negotiation is always something less or most always some- 
thing less than formal adv ertising, and negotiation procedures afford 
much greater latitude to the contracting officer to proceed as he may 
desire to proceed in making a contract, so that full and free competi- 
tion on an equal basis is not legally required under negotiation 
procedures. 

Mr. McInarnay. As you pointed out in your statement, when there 
is a determination by the contracting officer that he will negotiate 
with only one of the offerors, even though, us you say, there might 
have been other technical proposals that were worthy of further ne- 
gotiation, it makes this term competitive negotiation somewhat mean: 
ingless, does it not ? 

Mr. We cu. Yes, it does in that situation. 

Mr. McInarnay. So in fact, you are in a sole source situation, re 
gardless of the fact that you have solicited other proposals ? 

Mr. Wetcu. That can be the result, yes. 

Mr. MclInarnay. In Secretary McGuire's presentation to the 
Armed Services Committee a few months ago he cited legislative his- 
tory of the Armed Services Procurement Act to support the broad 


1 Retained in committee files. 
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use of negotiation procedures. Now, in your statement you say that 
the legislative history of that act leads one to believe that the Con- 
gress Felt that the military departments should continue to use formal 
advertising predominantly. Could you either put into the record or 
tell us now what portions of that history you feel justify your 
statement ? 

Mr. Wevcu. Yes. Our opinion in this regard is based upon a 
statement that is set forth on page 6 of House Report 109, 80th Con- 
gress. This statement was made: 

Advertising continues to be the rule, negotiation the permissible exception. 


Advertising will be used by the departments even when a negotiated contract 
is authorized if in their judgment it can be expected to give satisfactory results. 


This is one statement that appears in the legislative history of the 
Armed Services Procurement Act which we think is indicative of the 
intention of Congress that formal advertising would still be the gen- 
eral rule, and negotiation would be the exception to it. 

Senator Witi1ams. Where did you get that statement from, the 
committee report ? 

Mr. Wetcu. That is from the committee report. Well, I have it 
referred to here as House Report 109 of the 80th Congress. 

Senator Witu1aMs. That is of the 80th Congress, 1947? 

Mr. Wetcn. Yes, sir, the report was from the committee that re- 
ported on the bill which became the Armed Services Procurement 
Act. 

Senator Wiiuiams. I guess the 80th Congress was not a total fail- 
ure then. [Laughter. | 

Mr. McInarnay. Mr. Welch, have you reviewed the testimony that 
Secretary McGuire gave before the Armed Services Committee? * 

Mr. Wetcu. Yes, I have. 

Mr. McInarnay. Do you have any other comments on it? 

Mr. Wetcu. Well, we think that the presentation gave a good sum- 
mary of the objectives of the present law and policies and procedures 
adopted to reach those objectives. 

Generally, we believe that the Armed Services Procurement Regu- 
lations represents a good job of setting out the policies and procedures 
and techniques to be followed by the departments. However, it does 
not necessarily follow that the existence of good regulations, such as 
the Armed Services Procurement Regulations, has eliminated all pro- 
curement deficiencies among the procuring agencies. Perhaps this 
would be the result if all contracting officials applied the principles 
of the regulations in all cases. 

But our audits and investigations have indicated that this is not 
always the case. 

Mr. McINarnay. This committee has been perplexed with an ap- 
parently vigorous small business program in the military depart- 
ments, with much interest and work on the part of congressional 
committees and personnel in the Department of Defense to give small 
business more opportunity to compete for defense contracts. In 
spite of this work, do you think we can ever look for much of an 
Increase in the small business share of defense contracts until we 
get at this basic problem of competition ? 





‘See p. 354. 
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Mr. Wetcu. Well, I feel that we are on the right track in attempt- 
ing to bring about more competition as being in the interest of small 
business. 

We are told by contractors who come to see us that all they are 
asking is an opportunity to compete. They say if they can get an 
opportunity to bid on a procurement, they can compete with large 
business. Therefore, they seem to favor formal advertising as being 
a helpful solution to some of their problems. 

Mr. McInarnay. Do you think that truly competitive negotiation 
should require justification under the law ? 

Mr. We cu. Yes, because, as I stated, negotiation is most always 
something less than formal advertising, and, therefore, when con- 
tracting agencies depart from formal advertising procedures, we 
feel that such departure should be justified. 

Negotiation is defined in the recodification of the Armed Services 
Procurement Act, and, incidentally, this provision was not in the 
original Armed Services Procurement Act, as meaning to make with- 
out formal advertising. 

Well, we know from our dealings with the military people who 
operate under negotiation procedures that they consider that inter. 
pretation or definition as giving them the latitude to resort to most 
any procedure they feel that is appropriate under the circumstances, 
that is, anything less than formal advertising. 

Mr. McInarnay. Do you think the act under which they operate 
should spell out the intent of Congress as to the procedure to be 
adopted in negotiating contracts ? 

Mr. Wercu. We think that negotiation procedures perhaps should 
be defined as requiring negotiations with bidders who submit pro- 
posals within a given range. There is no such requirement in the 
law now. 

Mr. McInarnay. Do you think that the authority to conduct sole 
source negotiations or have sole source procurements should be in the 
same provision that allows other negotiations, as it is now under the 
17 exceptions, or should that be a separate and more stringent section 
of the law? 

Mr. Wetcu. Well, we believe that if the intent of the present law 
and regulation were fully applied by all procurement officials, all the 
way down the line, they would be adequate, generally speaking, to 
insure maximum competition. This is so, we think, because the law 
and regulations should be interpreted as requiring formal advertising 
where practicable. 

If this is done, it is not necessary to go into specific categories with 
respect to negotiation procedures. We think that would probably be 
impractical to do. 

Mr. McInarnay. Secretary McGuire said, I think, before the Joint 
Ecor.omic Committee that the General Accounting Office had never 
rejected or raised any complaint on the basis of copies of contracts or 
determinations and findings furnished to the General Accounting 
Office. Do you receive determinations and findings under, for ex- 
ample, exception 10? 

Mr. Wetcn. Yes, we do. They come into our audit division. I 
believe Mr. Bailey could perhaps answer that. 
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Mr. Battery. Yes, we do receive copies of these determinations and 
findings, Mr. McInarnay, and we do not review these determinations 
and findings as they are received because we feel this would be rather 
futile. Determinations and findings are generally quite brief, and 
do not provide enough information concerning the circumstances 
relating to the procurement to evaluate the use of the authority to 
negotiate. he 

Many of them appear to be stereotyped, giving reasons in broad 
general terms, 2s the basis for negotiation. 

Over the last 60- to 90-day period we have received some 2,000 
of these determinations and findings from the various military serv- 
ices. Of this number, more than 1,800 appear to fall in the stereo- 
typed category with only 200 of them being other than what appears 
to us to be a more or less routine determination and finding. Con- 
sequently, we feel that the only way to get at this is to go to the 
site where the purchases or procurements are actually made and 
determine what the circumstances are and a part of what we are 
doing in this respect has resulted in these illustrations that. we brought 
forthe attention of the committee this morning. 

Mr. McInarnay. Does the General Accounting Office have any 
authority at that point to raise the issue of the adequacy of these 
papers furnished to you ? 

Mr. Baitey. On an after-the-fact basis. 

Mr. McInarnay. I interpreted Secretary McGuire’s statement to 
mean—do you get these things before the contract is awarded or after? 

Mr. Baitry. No; we do not. 

Mr. McInarnay. You donot ? 

Mr. Battery. No, sir; we get them after the contract is awarded. 
There may be even some doubt as to whether we would have authority 
toquestion an award on an after-the-fact basis. 

The legislative committee that reported on the Armed Services 
Procurement Act of 1947, on the section which authorizes negotiation 
under section 10, which is the one cited as authorizing these particu- 
lar purchases, stated, and I quote: 

It is, therefore, intended that this section should be construed liberally and 
that review of these contracts should be confined to the validity and legality 
of the action taken and should not extend to reversal of bona fide determinations 
of impracticability where any reasonable ground for such determination exists. 

Mr. McInarnay. That was stated to the Armed Services Com- 
mittee by Secretary McGuire. I think it follows the language to 
the effect that exception 10 is to be used for certain things where 
there is a single source of supply. 

So that if there may be other sources, there is a question of whether 
this justification is authorized, is that not true ? 

Mr. Wetcnu. Yes, I think that would be true. 

Mr. McInarnay. Do you have any figures representing total 
amount of savings that the General Accounting Office has found in the 
last, in a period that you want to determine ? 

Mr. Battry. In connection with procurement ? 


Mr. McInarnay. Right. In connection with your defense con- 
tract audits. 
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Mr. Baitey. In connection with our defense contract audits, cash 
refunds and price adjustments made to the Government as a result of 
our audit report on negotiated contracts total in excess of $13 million 
for the fiscal year 1958 and $15 million for fiscal year 1959. 

Based on a tentative compilation, refunds and adjustments for the 
first half of fiscal year 1960 amount to in excess of $4 million. 

I would like also to add here that this is based on a very selective 
review. We do not attempt to audit all negotiated contracts. 

Mr. Wexcu. Mr. McInarnay, may I address myself a minute to 
Secretary McGuire’s statement that we have not questioned any de- 
terminations under exception 10. 

I have here a letter which is dated December 15, 1959, addressed 
to the Secretary of the Air Force, which concluded with this state. 
ment : 

As indicated in the enclosure, we recommend, in view of the amount of com. 
petition obtained in recent procurements, that the negotiations of further pro- 
curements of this type pursuant to 10 U.S.C. 2304(a) (10) be reconsidered. 

In effect, there we questioned a determination under section 10, 
and, of course, as far as our legal authority to question determina- 
tions justifying negotiation under certain of the 17 exceptions, it is 
limited as a matter of law, because the act, itself, says that the deter- 
minations of the Secretary shall be final. That finality extends to 
exceptions 11 through 16. 

Whether we think the justification is adequate or not, we can't 
question it as a matter of law. Unless, perhaps, it is arbitrary and 
‘apricious. 

Mr. McInarnay. I notice on page 6 of your statement that you are 
speaking of exception 10, and discussing the fact where there is only 
one established source of supply known to exist. 

You call for some correction there to provide for better safeguards 
against misuse of such authority. 

I was just wondering if you thought such correction should come 
through change in the regulations or change in the law. 

Mr. We cn. I think that our office would feel that a change in the 
regulations would correct the situation. As I said before, if we have 
a general requirement that advertising procedures shall be used in 
every case where it is reasonably expected to bring about satisfactory 
results, then that would obviate the necessity of requiring in the law 
that sole source procurements be advertised. 

Mr. McInarnay. On page 7, speaking of exception 14, you say 
that your Office’s consistent position has been that when an item 
reaches the production stage, it should be ready for some competition. 

Then you go on to say that at least two of the military services have 
issued procurement directives which appear to support this reasoning. 

Could you identify those two services for us? 

Mr. Wetcn. Yes; we can. What page was that on, Mr. McInar- 
nay ¢ 

Mr, McInarnay. Page7. It istwo-thirds of the way down. 

Mr. Weccu. The Air Force is one of the departments, and the regu- 
lation which they issued on this subject was an AMC Regulation No. 
57-6, “Procurement of Replenishment Spare Parts.” 

The regulation states its purpose as follows: 
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The purpose of this regulation is to prescribe the procedures and responsibili- 
ties involved in determining the specific replenishment spare parts which may be 
competitively procured and the acquisition thereof. 

Mr. McInarnay. I am sure this is the regulation that the Aeronau- 
tical System Center personnel submitted a few days ago.’ 

Mr. Wetcu. We understand it is. 

Mr. McInarnay. Right. 

Mr. Wetcu. The other regulation to which I referred was a regula- 
tion by the Department of the Army, entitled “Logistics Directive No. 
145-715” and entitled “Procurement and Production of Complex 
Weapon and Equipment Systems.” ; 

Specifically in relation to your question, section 10, entitled “Pro- 
curement of Components,” reads as follows: 

In order to reduce costs, components will be procured directly by the Govern- 
ment, or the system prime contractor will be required to procure the components 
by competitive procurement whenever engineering compatibility can be main- 
tained and the required system deliveries will not be delayed. 

Mr. McInarnay. | notice, Mr. Bailey, on pages 5 and 6 of your 
statement, you discuss the problem of drawings and specifications. _ 

[ just wonder how much this problem is the root. of the difficulty in 
the limitations that are placed on competition. 

Mr. Baitey. Well, we have recently issued two reports concerning 
this problem of drawings and specifications. I think possibly you are 
aware of them. We have found that in many cases where a decision is 
made to procure on a sole source basis because of the lack of drawings 
and data, that actually drawings and specifications are in the hands of 
the department making the procurement. 

For example, we have the drawings which cover these particular 
items that we brought to show the committee this morning. 

We have other cases where we have received justifications for nego- 
tiated contracts which state that adequate drawings are not available. 
Yet, the contract describes the item to be supplied in the terms of a 
drawing number. 

I have two examples here, if you would like to see them. In one 
case an ordnance drawing is cited as the item to be supplied; and in 
another case the contract was awarded to one concern but cites the 
drawing of another concern as the item to be supplied. 

Mr. McInarnay. Do you think that the military departments are 
moving along satisfactorily in an effort to improve their drawings and 
specifications—— 

Mr. Battery. Yes, I think they are attempting to improve their 
drawing and specification problem; yes. 

However, I think that it will be sometime before the problem is 
solved. 

For example, the aperture card technique which the departments 
are planning to use, or at least the Air Force is planning to use, is 
being applied prospectively; and it will take sometime before the 
newer drawings come in and are thus readily available under their 
proposed system. 





1 Retained in committee files 
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Mr. McInarnay. You know, often the military departments say 
that they must go out to the same source because when a requirement 
comes up, because of time or other problems, delivery requirements, 
they have to go to the same source and get the item in a hurry; there 
is no other way to do it. 

What would you think of the idea in those cases where it is known 
pretty well that they are going to have additional requirements later 
on—not necessarily that they have one at the present time—of uti- 
lizing exception 16 or some other basis of making an award merely to 
get another source / 

I notice Secretary Johnson disagreed with this because he said it 
would be just one more sole source, but it would not necessarily have 
to be that. 

Go to other sources that you think could make the item and place 
some sort of a production run to get experience, so that when the 
actual field requirement came up, you wouldn’t be in a sole source 
situation. 

I don’t think they are doing this, and I am just wondering what 
you think of the idea. 

Mr. Battery. I would hesitate to express any opinion on it, Mr. Me- 
Inarnay, because we do know, however, that on certain of these items 
the departments themselves have adopted the policy of establishi 
multiple sources, more from the security standpoint, I think, than 
from the standpoint of trying to obtain competition. Yet, it does 
have this other effect as well. 

Mr. Wetcu. Mr. McInarnay, I would think that there could be con- 
siderable doubt as to the propriety of using that exception to bring 
about or to get more competition in a particular field, unless you had 
the additional justification that it was necessary to do so in the interest 
of national defense, because I believe that as a matter of law it was the 
intention of Congress that that exception apply to cases where it was 
necessary to increase mobilization outlets for defense purposes. 

That would be my reaction to it. 

Mr. McInarnay. Well, do you think maybe the law should be 
changed to give that authority? Perhaps you have got an urgent re- 
quirement for 5,000 items, and you know you are going to need, over 
a year and a half, 2 years, you are going to need 10,000; place the 
5,000 now with the sole source, of necessity, and then take a little time 
and get some competition for the other. 

I mean this is just an example of how this might be used, assuming 
they had that authority. 

Mr. Wetcu. Well, yes, it would be well to have such authority, as- 
suming that such authority does not already exist. 

By that I mean, in the situation you mentioned, I would think they 
could actually advertise. 

Mr. McInarnay. They could do it under the present 





Mr. Wetcu. And get competitive bids from companies who were | 
willing to go into the particular business. 

Mr. McInarnay. Do you have any views on the adequacy of the 
set-aside program to cope with the problem of, basic problem, I as- 
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sume, of spreading the $24 billion around to all competent manu- 
facturers ? 

Mr. Wetcu. No. This is a matter that our office really does not 
become involved in, except to see that the set-aside program is admin- 
istered in accordance with the law. I think this 1s more within the 
area covered by the Small Business Administration. 

Mr. McInarnay. What about the certificate of competency pro- 
cedure? Do you have any views on the ee set up that in 
effect, relieve the military departments of their responsibility to pass 
on the competency of a firm / 

Mr. Wetcu. Yes, we do. We testified, on a bill which was going 
to amend the certificate of competency procedure last. year, before the 
Senate Committee on Banking and Currency. We did not favor re- 
lieving the military departments of the responsibility for determin- 
ing whether or not a particular company was responsible. 

The present system authorizes the Small Business Administration 
to make that determination, where a small business concern is in- 
volved, and to issue a certificate of competency; and, if they do that, 
then the military departments must give the contractor the contract, 
even though they think that the contractor is not capable of per- 
forming. 

That is the general effect of a certificate of competency, and we feel 
that isnot good business administration or management. 

Mr. McInarnay. Do you think it should be something like the set- 
aside procedure leaving the Secretary with final authority ? 

Mr. Wetcu. Well, I don’t quite see how the certificate of competency 
has any relation to the set-aside precedure. The latter has to do with 
determining whether or not a particular contractor is responsible, and, 
of course, the Armed Services Procurement Act requires award to re- 
sponsible bidders, as it should. 

The agencies are in a position where they have to, by law, give a con- 
tract to a responsible bidder, but they are, by law, not free to determine 
whether the small business contractor is in fact responsible. 

Where a small business is concerned, the Small Business Adminis- 
tration makes that determination for the agency and the agency is 
bound by small business determination. Consequently, in answer to 
your question, we do feel that the Secretary of the procuring agency 
should have final authority to make such determination. 

Senator WintiamMs. We don't have any further questions at this time, 
gentlemen. 

We certainly appreciate the fine responsive way you have come to 
the committee with extremely helpful observations and testimony. 

We are going to leave the record open for inclusion of materials 
that, after further reflection, we might want to incorporate into the 
record. 

Again, out very deep thanks to you, Mr. Welch, Mr. Bailey, and 
your colleagues. 

Mr. Wetcn. Thank you, Mr. Chairman. 

Mr. Baitey. Thank you, Mr. Chairman. 

Senator Witi1ams. We will include in the record at this point Mr. 
Bailey’s prepared statement. 
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PREPARED STATEMENT OF CHARLES M. BarLtey, Deputy DiRecrorR, DeEreng, 
ACCOUNTING AND AUDITING Division, U.S. GENERAL ACCOUNTING OFFICE, BERogy 
THE SUBCOMMITTEE ON GOVERNMENT PROCUREMENT, SELECT COMMITTEE ON Smaqy 
BusInEss, U.S. SENATE 


Mr. Chairman and members of the subcommittee, my statement will summarize 
some of the more significant matters disclosed by our audits of military procure 
ment contracts including the problems involved in negotiated contracts in genera) 
and sole source contracts in particular. 

We have forwarded a number of reports to Congress which illustrate the diff. 
culty of obtaining reasonable prices for articles procured by negotiation. Nego. 
tiated prices are based largely on estimated costs to produce the item required, 
Such estimates must be as sound and realistic as possible to arrive at fair anq 
reasonable prices. However, we have found a number of deficiencies in the 
negotiation and administration of such contracts. For example, in the Comp- 
troller General’s testimony before the Subcommittee on Defense Procurement, 
Joint Economic Committee, in January 1960, it was pointed out that the Genera] 
Accounting Office had reported to Congress 16 cases in which contract negotiators 
failed to obtain or adequately review the latest available cost data in estab. 
lishing prices. As a result, excessive costs to the Government in these 16 cages 
aggregated about $27.8 million. 

We believe that competition is one of the best means of assuring that nego 
tiated prices are fair and reasonable. However, when effective competition js 
lacking extra precaution is needed to assure that prices paid by the Government 
are reasonable. During the past 18 months we have forwarded to the Congress 
seven reports on procurements from nine suppliers where competition was either 
lacking entirely or was ineffective. In these cases we found that Government 
and prime contractor negotiators either did not obtain or did not adequately 
review cost information from their suppliers. As a result, prices of the supplies 
procured exceeded production costs by 24 to 100 percent. Total sales amounting 
to in excess of $48 million exceeded total production costs by 40 percent. In one 
case alone, sales of a subcontractor over a 3-year period amounting to $19% 
million exceeded production costs by 38 percent. We found in this case that 
proposed prices submitted by the subcontractor to the prime contractor were 
based on cost estimates which were substantially in excess of costs known to 
the subcontractor or which the subcontractor reasonably could have expected 
to incur. Had the prime contractor adequately reviewed these cost estimates, 
we believe more reasonable prices could have been negotiated. After our bring- 
ing this case to the attention of appropriate military officials, the subcontracor 
refunded nearly $3144 million. While a price adjustment was made by the sub 
contractor in this case, subsequent adjustments are not acceptable substitutes 
for initial fair and reasonable prices based on realistic estimates or for careful 
procurement by the prime contractor or higher-tier subcontractor. In some of 
the cases involved in these reports we found that prime contractors were 
reluctant to examine the cost records of their suppliers or to require submission 
of cost data in support of proposed prices. 

After receipt of a number of our reports, the Department of Defense took 
steps to improve their procurement directives. The armed services procure- 
ment regulation was substantially revised in October 1959. This revision in- 
cluded instructions aimed at closer review and evaluation of proposed rrices 
and the strengthening of procedures covering the subcontracting area. 

Even where pricing data is available and evaluated with a reasonable degree 
of accuracy and efficiency, procurements from sole-source suppliers may not 
be as economical as when competition is obtained. An example which illus 
trates the effect competition can have on prices of items previously obtained 
from sole or limited source suppliers came to our attention during one of ow 
reviews of the procurement of radar systems by the Navy Department, Bureau 
of Ships. The review was initiated at the request of the Honorable Abraham 
J. Multer, chairman, Subcommittee No. 2, Select Committee on Small Business, 
House of Representatives. 

Between November 1949 and June 1958, the Bureau of Ships negotiated four 
separate contracts for radar sets with a single supplier. Although competition 
was solicited in three of the procurements, little or no negotiation discussions 
were undertaken with the competing suppliers. But in the fifth procurement, 
which was made in January 1959, a contract was awarded under formal ad- 
vertising procedures to a supplier who had not previously manufactured this 
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particular radar set. The price bid by the successful supplier was $10,209 per 
unit less than the lowest negotiated prices previously paid for the equipment 
and about $8,485 lower than the bid of the first supplier on the same advertised 
procurement. é 

We believe that this case illustrates the potential price savings afforded by 
full and free competition through formal advertising, and that so-called com- 
petitive negotiation where very limited negotiations are conducted does not 
always result in effective competition. 

Another case which recently came to our attention involves the procurement 
by negotiation of oscillators by both the Navy and the Air Force. The con- 
tractor initially proposed to furnish the Air Force 699 units at $816.26 per unit. 
The Air Force price analyst recommended acceptance of a price of $803.54. 
The quantity was then increased from 699 to 756 units, and the contractor 
submitted a price quotation of $772.50 per unit. Five days later, a competitor 
submitted a price quotation of $680 per unit. Representatives of both firms 
then visited the Air Force and discussions with each resulted in revised quo- 
tations of $625 per unit by the contractor and $580 by the competing company. 
Eleven days later the contractor reduced his quotation to $540, which was 
accepted by the Air Force on April 25, 1955. The contractor stated that the 
price of $540 per unit was designed to insure obtaining the contract so that 
prematurely purchased material could be utilized and to reflect a reduction 
of $56.35 per unit for overhead which had been absorbed in the pricing of an 
earlier Air Force procurement. However, the circumstances in this case sug- 
gest that the unexpected competition was a major factor which forced the 
contractor to lower its price to a level consistent with the cost of producing 
the item. 

About 21% months after the above Air Force purchase, the Bureau of Ships 
Department of the Navy, negotiated a firm fixed price contract with the same 
contractor for 205 units of the same type of equipment at $750 per unit. The 
Bureau of Ships did not review the contractor’s prior cost experience but relied 
upon a comparison of the proposal with a price paid 3 years earlier for the 
same item, on unverified representations by the contractor that the price quoted 
compared favorably with the price recently negotiated with the Air Force for 
similar items and on a written warranty that the price to the Navy was as low 
as the amount charged to the contractor’s most favored customer. Had the Navy 
considered the contractor’s prior cost experience in producing this equipment, it 
would have found that the price quoted by the contractor and accepted by the 
Navy was unreasonably high. Moreover, had the Navy verified with the Air 
Force the latest prices negotiated, it would have learned of the lower price to the 
Air Force of $540 a unit. It also seems possible that had the Navy sought 
competition, they too could have secured a lower price. 

We also believe that the Government frequently loses the benefits of competi- 
tion through the failure of the military departments to obtain and use for fol- 
lowon procurement purposes contractor-furnished drawings prepared at Gov- 
ernment expense. 

The procurement of drawings and technical data occurs early in the life of 
many military items. When an item has been developed to the point that it is 
procured for service test or service use, manufacturing or production drawings 
generally are procured. Manufacturing-type drawings are required and obtained 
for use in inspection, for maintenance and repair purposes, and for future pro- 
curement or production. These drawings are paid for by the Government as 
part of the contract price and should at all times be available for use in solicit- 
ing bids from competitive sources of supply. 

In a selective review at the Air Materiel Command, Department of the Air 
Force, we found that the Government has not been in a position to realize the 
maximum benefits of competition in many procurements of military items, com- 
ponents, and spare parts because manufacturing drawings were either not avail- 
able or not readily accessible. Although only a small percent of the contracts re- 
stricted the Government’s right to use the drawings for procurement purposes, 
we found that contracts did not always contain provisions either granting or 
denying the Government the right to use them. Where the contracts were silent, 
on the right to use drawings, the Air Force had construed them as not permitting 
the Government to use the drawings for procurement purposes. We believe 
such interpretation of the Government’s right was unnecessarily restrictive. We 
also found that in many cases drawings required by the terms of the contracts 
either were not furnished or were unnecessarily delayed or the use of such draw- 
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ings was prevented because of inadequate records, controls and procedures re 
garding the receipt, storage and issue of drawings for procurement Purposes 
In our tests, we found that over 25 percent of the requests for drawings for 
procurement purposes were denied because records showed that the Government 
did not have the right to reproduce and use the drawings for such purposes, 

We also reviewed the receipt, control, and use of contractor-prepared drawings 
acquired at Government expense within the Bureau of Aeronautics, the Bureay 
of Ordnance, and the Bureau of Ships, Department of the Navy. We found tha 
although Navy contracts contain provisions, where applicable, for the submission 
by contractors of drawings and technical data for use by the Government in gyp. 
sequent procurement, there were serious deficiencies in the receipt, control, ang 
use of contractor-furnished drawings. The controls exercised by two Bureays 
(Aeronautics and Ordnance) were inadequate to insure that all drawings re 
quired to be submitted by contractors are received by the designated storage 
activities. As a result, these activities are frequently unable to supply copies of 
drawings for use in subsequent procurement. For example at the Aviation Syp 
ply Office, Bureau of Aeronautics, Philadelphia, awards were made after cop. 
ducting negotiations with only one supplier in 259 cases out of 339 cases we 
examined (about 76 percent). In many cases, the unavailability of adequate 
data was cited as the reason for procuring without competition, although 4 
determination of the availability and adequacy of data generally had not bee) 
made. In some of these instances drawings had been received from contractors 
and were readily available to the Aviation Supply Office. A comparison of 4 
examples obtained from the Aviation Supply Office showed instances where 
identical items had been procured both through negotiation and through competi. 
tive bidding, and revealed that savings effected through competition exceeded 4 
percent of the sole-source prices. 

The General Accounting Office is currently reviewing noncompetitive negoti- 
ated procurement of replacement spare parts in the Army, Navy, and Air Force, 
This review is being performed to determine the extent to which the services are 
awarding sole source contracts for replacement spare parts when they have, or 
should have, all of the data necessary for competitive procurement. 

This review is in the very early stages and our final conclusions will neces 
sarily be affected by our subsequent work. Also, we have not obtained the de 
partments’ explanations or comments with respect to our findings to date. How- 
ever, the work has progressed far enough in the Air Force that we believe a 
description of our preliminary findings will be of interest to the Committee. 

For purposes of this review in the Department of the Air Force, we selected 
contracts covering noncompetitive sole-source spare parts procurement of over 
$200 million during calendar year 1959. All of this $200 million was awarded 
under noncompetitive open contracts or other straight fixed-price sole-source 
contracts. Air force open contracts are agreements negotiated with suppliers, 
usually on a calendar year basis, which provide that the Air Force will buy 
unknown quantities of unspecified parts during the contract period and that 
prices will be negotiated when calls are issued to the supplier. Our experience 
so far is that these contracts are negotiated under the authority contained in 
10 United States Code 2304(a) (10) which provides for negotiation in instances 
where it is impracticable to secure competition by formal advertising ; however, 
we have not yet examined each of the contracts selected and some of them may 
be justified under other exceptions allowing negotiated contracting. 

During the next several months we intend to review the circumstances which 
existed in the sole-source procurement of ‘a large number of replacement spare 
parts. We have already completed our review of a relatively small number of 
parts and we have with us today samples of 35 of these which were borrowed 
from Air Force stocks. These are available for your inspection and are sub 
mitted to illustrate the simplicity of some of the items which are procured by 
sole source contracting. We also have with us copies of the drawings and 
specifications for 29 of the parts. 

While we do not contend for any one of these parts that the award we ex 
amined should have been competitive since the nature of any specific item, the 
quantities bought in these instances, or some emergency condition, may have 
justified a sole-source award; we have determined that the noncompetitive pre 
curement of replacement spare parts routinely follows when open contracts have 
been awarded to original supplies, and that there has been little or no considem- 
tion given to the practicality of developing competitive sources. We believe that 
these parts are representative of a very large number of relatively simple replace 
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ment spare parts which the Air Force has not considered appropriate for compet- 
tie . nt. 
ui connie to evaluate the prices paid for the parts since we have no basis 
for a comparison ; however, we believe it is unlikely that the Air Force negotiators 
were in any better position to judge the reasonableness of the prices proposed by 
the contractors and accepted by the Air Force. The prices paid for the particular 
purchases covered in our examination of these 35 parts amounted to a total of 
over $100,000, and represented a part of 442 line items appearing on calls totaling 
$261,938. The calls ranged in total price of from $2,502 to $1 70,859 each. 
, Our examination of the 35 parts disclosed the following information : ; 
1. Complete drawings and specifications were in Air Force files at the time 
of the contract award we examined. ; ; 
2. Air Force engineering technicians at the procuring depots have in- 
formed us that the data is adequate for procurement purposes. 
3. Air Force employees at Wright-Patterson Air Force Base informed us 
that the Air Force had rights to use the data for procurement purposes. 
4. At least 6 of the 35 parts were manufactured by vendors to the con- 
or receiving the sole source award. 
ay Seateman, this concludes my statement and I will be glad to answer ques- 
tions on any of the matters just mentioned, should you or any of the members of 
this subcommittee so desire. 


Senator Witi1AMs. This concludes the hearing. There is no date 
fixed for any other hearings, and, therefore, we will adjourn, subject 
tocall of the Chair. . . 

(Whereupon, at 12:40 p.m., the committee adjourned, subject to 
call.) 














APPENDIXES 


APPENDIX I 


U.S. ARMY ORDNANCE Corps 


ARMY ORDNANCE MISSILE COMMAND 
Statement for the Record 
Breakout 

1. Department of Army policy stressed in Logistics Directive 145-17 
states that components ''susceptible to breakout" will be identified as early 
as possible in the development phases, and the system prime contractor 
will be required to give priority to the preparation of drawings and speci- 
fications for these selected breakout components. OPI 1-2208 implemented 
this policy within the Army Ordnance Corps. 

2. The policy of the Army Ordnance Missile Command is that "breakout" 
plans will be initiated during the development stage of each missile system 
and shall contime throughout the entire life of each missile system. Appli- 
cation of breakout is accomplished as early in the program as possible and 
is applied to components and sub-systems without awaiting stabilization of 
the entire system. 

3. "Breakout" is the procurement of missile system items and components 
directly from sources other than the missile system prime contractor. To 
realize maximum benefits from "'breakout"' primary emphasis is placed on 
those items and components that are not a part of the ''closed loop" (the "closed 
loop'' consists of those items or components so inter-related with functions 
of the other assemblies that their operation must be tested and proven com- 
patible with each other under the direction of the system prime contractor to 


assure prescribed reliability of an entire system), and are not of sucha 


critical technical nature that breakout will interfere or jeopardize the system 


responsibility assigned the missile system prime contractor. 
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4. The Army Ordnance Missile Command, as a weapons system manager, 
must insure that the total effort during development, production and logistic 
support of each weapon system 18 exe< uted ina timely, etficient manner and is 
in the best interest ol the Government. 

5. To insure management control and to attain essential flexibility, we 
utilize a complex of contractors and Government installations together with 
a system prime contractor to whom we assign the responsibility for the total 
weapon system. For the system prime contractor to assume responsibility 


for the total weapon system, he must retain manufacturing control of those 


items included in what is called the closed loop. 
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APPENDIX I(A) 
ARGMA GUIDED MISSILE REPLENISHMENT REPAIR PARTS PROGRAy 


O&MA FUNDS 


FY 54 - A total of 266 secondary items was procured. Total 
amount expended was approximately $300,000.00. All of this was 


sole source procurement, 


FY 55 - A total of 980 secondary items was procured. Total 
amount expended was approximately $3, 750,000.00. A total of 70 


items was procured by competition having a dollar value of $16, 114, 090, 


FY 56 - A total of 1,800 secondary items was procured. Total 


amount expended was $6,900, 000.00. A total of 175 line items was 
procured by competition having a dollar value of $425, 164. 00, 


FY 57 - A total of 8, 000 secondary items was procured, Total 
amount expended was $26, 950,000.00. Of these 8,000 items, 1,500 
line items valued at $3, 140, 000,00 were procured by obtaining 
competition. 


FY 58 - A total of 19, 200 secondary items was procured. A 
total amount of $39, 010, 000,00 was expended. Of the 19, 200 line | 
itmes, a total of 3,200 line items valued at $4, 700, 000. 00 was 
procured by obtaining competition, 


APPENDIX I(B) 


FY 59 - A total of 21, 790 secondary items was procured, A } 
total amount of $39, 135,000.00 was expended. Of 21, 790 line items, 
a total of 10, 725 line items valued at $14, 900, 000. 00 was procured 
by obtaining competition. 


As of 31 December 1959, against the FY 60 program, a total 
of 2, 833 items having a total dollar value of $4, 908, 000, 00 has 
been finalized by competition. This is out of a total of 7, 040 
line items finalized for 12.5 million, 
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APPENDIX II 


ORDNANCE TANK-AUTOMOTIVE COMMAND 


1. This Command has achieved substantial progress in the develop- 
ment of competition in the procurement of items fomerly available only 
from single sources. This progress has been principally due to unremitting 
efforts to obtain drawings and engineering data which make competitive 
procureanant possible. Single source procurement, especially in the vehicle 
field, is frequently made necessary by production requirements for new 
vehicles which are published before drawings and information adequate for 
competition are available. In such a case no alternative to procurement 
from the developing firm exists. All possible steps to exvedite receipt of 
necessary engineering information are taken; this, however, is governed 
by OTAC Instructions No. 715-50, "Procurement - Approval and Receipt of 
Drawings," copy of which is fumished. The inclosed report includes 
several items of vehicles which were initially procured on a sole source 


basis but which can now be purchased competitively. 


2. Procurement allocations to Ordnance districts, when engineering 
data is not available, include special instructions for acquisition of 
drawings with the required supplies when the value of the supplies is 
$25,000 or over, or when otherwise considered advisable. This action is 
pursuant to Industrial Directorate Disposition Form dated 20 February 1958, 


copy of which is submitted. 


3. Competition is achieved by invitations for bid and requests for 
proposal on an “or equal" basis when engineering information is restricted 
or not adequate, provided that determination has been made that testing 
of the “or equal" item is feasible from the standpoints of practicality, 
facilities, time and cost. Procurem@mt on an "or equal" basis is con- 
ducted in accordance with applicable provisions of OTAC Instructions No. 
715-33 and Circular No. 715-4. In Instructions 715-33 these provisions 
are marked in red. Suppliers offering supplies on this basis are required | 
to submit drawings of the offered items for approval. Such drawings become | 
the property of the Government and are thenceforth available for purposes 
of unrestricted procuremamt. 


4. In addition to the preceding, this Command has instituted a progras 
of “reverse engineering" which was formally activated effective in November 
1958, revised 16 July 1959 pursuant to OTAC Instructions No. 715-46. 
Reverse engineering is defined as the process of analyzing an item completely 
for its dimensions, materials, characteristics, and functional abilities 
and transferring the information obtained to drawings and/or specifications, 
Its purpose is to increase the opportunities for competitive procurement by | 
providing engineering information adequate for competition in cases where 
the. Government has been unable to obtain such data from other sources. 
Although this program was put into effect by formal directive in November 19%, 
reverse engineering as a technique has been employed since 1955. Prior to 
formal activation, reverse engineering action had been completed on 210 
items, with 13 actual procurement actions involved. Details specifically 
related to these 13 actions are incorporated in inclosure hereto, ani 
show a total saving of $31,345.32. Since formal inception of the program, 
1064 itens have been referred for analysis as to their suitability for 
application of reverse engineering. The screening process considers the 
probable extent and frequency of future procurement and whether or not 
the Government's interests justify the expense of the reverse engineering 
process. Eighteen items have been completely reverse engineered and are 
now susceptible to unrestricted competition. 


———— 


5. Attention is invited to OTAC Standing Operating Procedure No. 
715-7-10, which sets forth the Coumand action in implementation of ASPR 
Change 51. 


rere 


WSERRSE 
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APPENDIX III 


U. S. ARMY ORDNANCE CORPS 


U. S. ARMY ORDNANCE AMMUNITION COMMAND POLICY TO EFFECT 
MAXIMUM BREAK-OUT OF COMPONENTS FOR COMPETITIVE PROCUREMENT 


1. It has comsistently been the progrem et OAC to implement and 
competitive negotiations end/or forme] advertising vherever possible. 
Further, it hes comtimually been the plen at OA to effect mucimm break- 
gut of components for such competitive action consistent with policy out- 
lined im OPI-1-2200. 


2, Action cited above is necessarily contingent upon certain pro- 
curement factors, namely, 


a. Adequate dravings and specificaticns. 


>. Availability of procurement end production lead time to 
acomplish comtractual action. 


c. Proprietary rights do mot preclude competitive action. 


3. To assure maximm effectiveness in the above areas all actions 
to the Small Dusiness Cpecialists end CA representatives 


ak inti antes to etdediieg solicitations, in order to provide 
adequate opportamity for feell Business participation. To further aseure 


A aul etnoes participation, all solicitations for proposals (direct 
to Districts and RFP's) emd formal advertising are presented 


allocations 
to @ Purchese Assignment Board for further screening and approval. This 
Board reviews emomg other things three important procurement comsiderations: 
a. Gmall Business Participation. 
D. Maximum Breakout of Components. 


c. Maxime Extent of Competition (RFP or FA). 
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APPENDIX IV 
U.S. ARMY SIGNAL SUPPLY AGENCY 


PRODUCTION ENGINEERING MEASURES PROGRAM 


By maintaining an energetic and vigorous program through our Production Engin- 
eering measures, the Signal Corps has managed, in certain areas, to obtain additional 
sources of supply in some cases, without cost to the Government. This is done by 
either (1) disseminating technical data and related information obtained from a 
completed PEM contract to other manufacturers, or (2) by encouraging industry to 
utilize their own funds in developing the production techniques for certain items 
necessary to qualify them as an approved source. 


a. Teletypewriter TT-76A/GGC and AN/UGC-4 


An additional source for teletypewriters TT-76A/GGC and AN/UGC-4 was 
created with the Burroughs Corporation, by means of a PEM Contract DA-36-039-SC-75448, 
dated 29 June 1957. This new source creates competition and will eliminate nine (9) 
months production lead time when the requirements exceed the capability of the sole 
source producer. 


be Subminiature Tube 6026 Oscillator Triode 


RCA, the source for subminiature tube type 6026, notified the Signal 
Corps in May 1959, that they were discontinuing the manufacture of subminiature tubes. 
The Signal Corps had primary interest in tube type 6026 since it was designed for 
Radiosonde operation. The only possible substitute for the required tube was type 
5703, however its performance would not have been as proficient. Discussions were 
neld with Sonotone Corp. who subsequently agreed to utilize their own funds in 
developing the production techniques for manufacturing tube type 6026. The results 
obtained included a new source for the tube with optimum performance. Since tube 
type 6026 cost $1.40 per tube vs the only available substitute, tube type 5703, which 
costs $1.60 per tube, an annual monetary savings of $8,000 will be insured based 
on the present Signal Corps requirements, 


ce Tube 6544 (One Mepawatt Pulse lodulator Type) 


When the Signal Corps received logistic responsibility for this tube 
type, Machlett Laboratories, Inc., was the sole source. The cost of the tube varies 
between $900 - $925 with an additional 155 added to the cost if a warrantee of 50 
hours life was desired. Since this tube has important use to the radar operation of 
the Nike-Hercules system, it was determined that efforts should be expended in ob- 
taining a second source, A small business concern, Central Electronics Manufacturers, 
not only produced this tube, but reduced the price per tube to $838. This company is 
currently improving the life of the tube to obtain a life of 500 hours, as per 
latest specifications. This was accomplished at no cost to the Governnent, 


d. High Purity Silicon 


High purity silicon is not normally purchased by the Signal Corps, but 
is used in making transistors which are used in some Signal Corps procured equipments. 
Dupont, Wilmington, Del., was the sole producer of silicon used in transistors, but 
the material was not of uniform high quality. Eagle-Picher Company, Joplin, Mo., under 
Production Engineering Measures Contract No. DA-36-039-SC-66042, established a uniform 
second source of supply of high purity silicon in 1958. Lansdale Tube Company, 
Lansdale, Pa. (Philco subsidiary) under Production Engineering Measures Contract No. 
DA-36-039-SC-72768 started production of higher purity in 1960. All of these 
companies are large business firms. 
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ee Synthetic Quartz 


Quartz is not normally purchased directly by the Signal Corps, but is 
procured under a sub-contract by the prime contractors who furnish frequency con. 
trol devices to the Signal Corps. Natural quartz is imported primarily from 
Brazil. The Signal Corps established production techniques for making synthetic 
quartz under a negotiated Production Engineering Measures Contract No. DA-36-039. 
SC-81254, with Sawyer Research Products, Inc., East Lake, Ohio, who became the 
first source of this material in 1958. The reports and production techniques deve}. 
oped by this contract were furnished to other potential sources of supply, including 
American Phosphorus, Inc., King of Prussia, Penna.; Ames-Johnson Engineering Corp,, 
South Sudbury, Mass.; Harwood Engineering Co., East Walpole, Mass.; and P.R. Hoffman 
Co., Carlisle, Penna. Based on this information, P.R. Hoffman Co. started produc. 
tion in 1959. Other of these companies are planning on entering production in the 
near future. All of these companies are small business firms, 


f. Mica Dies 


Mica dies are not normally procured by the Signal Corps, but are used 
to make mica spacers used in electronic tubes which are procured by the Signal Corps, 
The sole source of mica dies is Schneider and Marquard, Brooklyn, N.Y. Schneider 
and Marquard dies are hand-made by the only technicians outside of Switzerland who 
can produce them. The Signal Corps is developing techniques for making these dies 
on a Studer Pantograph Grinder under Production Engineering Measures Contract No, 
DA-36-039-SC-72695 with Daco Instrument Co., Brooklyn, N.Y. Data obtained will be 
ijisseminated to other potential sources with the immediate effect of creating an 
initial second source with Daco Instrument Co. Daco Instrument Co. and Schneider 
and Marquard are both small business concerns. 


g- Electrolytic Copper 


Electrolytic copper is not procured by the Signal Corps, but it is used 
in graphite brushes in motors, generators, switches, relays and other items used in 
Signal Corps procured equipments. General Metals Powders Corp., Akron, Ohio, was 
the sole supplier of electrolytic copper powder but could not meet the demand. The 
Signal Corps was instrumental in securing without cost to the Government, a second 
source of supply from the small business firm of Malone Metal Powders, Inc. 


h. Tantalum Powder 


Tantalum powder is not procured by the Signal Corps but is used by 
capacitor manufacturers in making tantalum capacitors, which are procured by the 
Signal Corps directly or as part of larger assemblies or equipments. Fansteel 
Metallurgical Corp., North Chicago, Illinois, was the sole supplier of tantalun 
powder, as recently as 1958. As early as 1954, the Signal Corps encouraged Kawecki \ 
Chemical Co., Boyertown, Pa., to use their own funds to enter into the production of 
tantalum powder, Other companies encouraged to use their own funds included 
Electrometallurgical Division of Union Carbide Co., Niagara Falls, N.Y.; National 
Research Corp., Cambridge, Mass.; Horizons Inc., Princeton, N.J.; PR. Mallory Co., 
Indianapolis, Indiana; and Shieldalloy Corp., N.Y., NeY. The Signal Corps furnished 
them with specifications and tested and evaluated their samples. Kawecki went into 
full production in 1958 and National Research in 1959. Electrometallurgical will 
soon be in full production. Kawecki, National Research, Horizons, and Schieldalloy 
are small business firms, Fansteel, Electrometallurgical, and Mallory are large 
business firms, 
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APPENDIX IV(A) 


COMMERCIAL DRAWINGS 


It is Signal Corps policy that an attempt will be made to obtain 
commercial drawings from contractors at no cost to the Government. A 
procedure is in effect in which Signal Corps requests drawings from con- 
tractors whenever it is ascertained that they are unavailable from Signal 
Corps files. This action takes place as a procurement directive moves from 
the Signal Corps, Stock Control Activity to Procurement Activity. Normally 
the drawings when furnished are given free, In those few cases where a 
price is specified by the contractor, the drawings are purchased, This 
latter action is dependent upon availability of funds. 
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APPENDIX IV(B) 


U., S. ARMY SIGNAL SUPPLY AGENCY 
225 South Eighteenth Street 
Pniladelpnia 3, Pennsylvania 


IN REPLY kcFER TO: 
SIGSU-Jub 
CONTROL No. 100 


Gentlemen: 


One vandyke copy of each drawing and/or specification listed 
below or drawing of superseded item, including all current amend- 
ments or supplements and all subsidiary drawings, if any, is re- 
quested if available without cost to the Government. 


If a vandyke cannot be provided a blue prirt will be acceptable, 


i alii eh 


This material is presently intended for use within the Signal 
Corps, but may be used for procurement purposes at some later date, 


An early reply including a carbon copy of this letter, if 
possible, will be greatly appreciated. 


Sincerely yours, | 
Chief 
Technical information Branch 


SA-SC FL 5068 Rev. 
1 Nov. 58 
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APPENDIX V 
U.S. ARMY QUARTERMASTER CORPS 


QMC POLICIES ON PROGRAMS DESIGNED TO INCREASE COMPETITIVE PURCHASES oF 
ITEMS THAT HERETOFORE HAVE BEEN PURCHASED ON A SOLE SOURCE BASIS 


It is QE policy to: 


a. Utilize specifications in all procurements subject to the 
exceptions permitted in ASPR 1-305. 


b. Obtain competition on all procurements except those below 
$100. In the latter case, the contracting officer determines extent 
of competition needed. 


c. Use formal advertising (informal competitive bidding - 
subsistence only) on all procurements in excess of $2,500 where a 
specification or purchase description is available. 


d. Not to use the authority in ASPR 3-210.2 even though the 
procurement involved is covered by one of the illustrative examples 
therein. Exceptions: True sole source items where competition is 
not obtainable, or is precluded by existence of patents or copyrights, 
and procurement of utility services. 


we te $$$ ee, 6 
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APPENDIX V(A) 


QUARTERMASTER NARRATIVE DESCRIPIION OF PROGRAMS DESIGNED TO INCREASE 
COMPETITIVE PURCHASES OF ITEMS THAT HERETOFORE HAVE BEEN PURCHASED ON A 
OF SOLE SOURCE BASIS 


Constant research is carried on to eliminate sole source procure- 
ments. (See attachment on frozen foods and condensed soup.) 


Where QNC acts as the purchasing agency only, the requiring agency 
specifying a sole source item is requested to furnish sufficient techni- 
cal data to permit a competitive procurement. Where such dataare not 
available, the requiring agency is requested to furnish written informa- 

t, tion that the item can be obtained from only one source. 


In cases where an item has been purchased on a sole source basis 
for another agency, efforts are made to prevent repetitive sole source 
purchases by requesting the requiring agency to develop an adequate 
specification or purchase description to permit future competitive 
purchases. 


A rigid post-review is accomplished in the Office of the Quarter- 
master General of all contracts in excess of $2,500 negotiated on the 
basis that it was impracticable to obtain competition (10 USC 230(a)(10)). 


Where it appears that a purchase was negotiated under the authority 
in ASPR 3-210 and 10 USC 230)(a)(10) and price was the only factor to 

be determined by competition, the contracting officer is thereupon 
instructed to use formal advertising on future procurements. 


On purchases of less than $2,500, the procedures in ASPR 3-603 
on obtaining competition are followed. Commanders of purchasing 
offices are required to conduct spot check reviews on their entire 
purchasing operations at recurring intervals to determine the adequacy 
of purchasing safeguards. 


The effectiveness of this program is indicated by data for FY 1959 
showing that QIC resorted to the use of 10 USC 230)(a)(10) on 553 out 
of an annual total of 329,502 purchase actions. Included in this 553 
figure are monthly purchasesof utilities at numerous depots, purchases 
made by negotiation after no responsive bids were received under formal 
advertising, and purchases of various copyrighted publications obtainable 
only from the publisher. The dollar value of this procurement amounted 
to approximately 1% of the $965,886,000 FY 1959 QMC procurement program. 
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APPENDIX VI 


U.S. ARMY TRANSPORTATION CORPS 


“SPCD-CB 


UBJECT: RCS LOG-OF-527 - Programs Designed to Increase Competitive Purchases 
of Items that Heretofore Have Been Purchased on Sole Source Besis 


TO: DCBLog FROM: CofT pare! 1 ‘359 comenNT HO 2 


1. .The Tramsportetion Corps has not as yet established, as contrelled 
projects, administrative programs having as their purpose the reduction or 
elimination of calculated sole-source procurement by applied treatment to 
selected items of supply. 


2. It is end has been the intent the Transportation Corps to encourage 
and atilise competition in effecting ht” ent cd conffuer rentinuing efforts 
to locate and examine new sources. The Transportation Corp's policy, in further- 
ance of this intent, is stated in Transportation Corps Procurement Instructions, 
TC Mameal Ho. 6, paragaph 3-101.50a. in the following words: 


"It is the policy that Contracting Officers conduct contract 
negotiations (i) to the best advantage of the Government, (11) 
with eny @mmber of interested offerors as deemed desirable and 
ieable at any time prior to the eward of a contract and 
iii) in a manner and to a degree that reasonably affords equality 
of opportunity to interested offerors to enter into further negot- 
iations." 


3. In view of the statement in paragraph 1 above, the Transportation 8 
submits @ negative report respecting Inclosure 2 as of 29 February 1960. 


4. Bven- though controlled projects have not been established, the Trans- 
portation Materiel Command has for some time been conducting a review of its 
sole source procurement support for specific series of aircraft for the purpose 
of determining edditional sources of supply. Recent organizational changes and 
improvement in manpower ere expected to accelerate this review. Current achieve- 
ment is still within initiel stages and eccomplishment is not yet measurable 
for e ive reporting. 


@ Inels 
w/a 


James ¥. JONES . 
Beputy Chi:?, Trocure:::t Division 
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APPENDIX VII 
U.S. ARMY CORPS OF ENGINEERS 


ENGMS-PL (1) Mar 60) 
SUBJECT: Programs Designed to Increase Competitive Purchases of Items That 
Heretofore Have Been Purchased on a Sole Source Basis 


TO: DCSLOG FROM: CofEners DATE: 18 March 1960 COMMENT NO. 2 
D.A.Dunn/55 308 


1. The Corpse of Engineers follows Department of Defense and Department of 
Army policies and procedures in procuring end items and spare parts. Every effort 
is made to secure maximum competition ami to reduce “sole source” actions to a 
minimum, 


2. Most emi items procured by the Corps of Engineers are of a commercial 
nature or contain major components of commercial or modified commercial types. 
Due to the commercial features of the equipment and supplies, performance type 
specifications are almost invariably used. In the case of the relatively few 
items of strictly military design the drawings and specifications are prepared 
to afford maximum ease of production, which in turn, allows maximum competition. 
The attached letter of 10 March 1960 (inclosure 3) concerning the citation of 
brand names in specifications and procurement documents is submitted as an ex- 
ample of the continuing effort to achieve maximum competition on each procurement, 


3. The purchase of repair parts represents the bulk of sole source pro- 
wrement in the Corps of Engineers, However, this area is of relatively small 
uvollar value as competition is obtained for common or interchangeable parts 
(bearings, hose, pipe, washers, bolts, etc.) as soon as identification and 
characteristics can be developed. Every sole source procurement is carefully 
reviewed and justified by the Contracting Officer, 


4. There is no Corps of Engineers program comparable or similar to the 
Ordnance Corps Nike Hercules program because the individual commercial type 
items procured by the Engineers are not susceptible to such a program. There~ 
fore, policy statements and descriptions of such programs cannot be submitted 
in response to paragraph 3 of Comment No, 1, 


FOR THE CHIEF OF ENGINEERS: 


2. Cc. 7 
3 Incls & C. ZEIGLER 
1-2 n/c Colonel, Corps of ‘Engineers 
Added Chief, Procurement Division 
3 Oy ltr ENCMS-PL, Military Supply 


10 Mar 60 
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APPENDIX VII(A) 





HEADQUARTERS 
DEPARTMENT OF THE ARMY 
OFFICE OF THE CHIEF OF ENGINEERS 
WASHINGTON 25, D.C MAR LU 1960 

ENGMS=PL UT 

SUBJECT: Citation of Commercial Products in Specifications and Procurement 
Documents for Military Supplies and Equipment A 
c 
TO: Commanding General, US Army Engineer Research & Development ” 

Lutoratories 
Commanding Officer, US /‘rmy Engineer Procuremeut Office, Chicago J 
Chief, Engineer Supply Control Office, St. Louis, Missouri 

District iingineers, US Army Engineer District, New York, f 


New Orleans, San Francisco, Seattle, and St. Louis 


1. The subject of citation of brand names has become a matter of con~ 1 
cern to the Chief of Engineers as a2 result of recent IG investigations and 
Congressional interest in cases involving this aspect of procurement. A 
recemt protest case, involving an Inspector General investigation, took many 
hours from the Chief and other senior personnel. 


2. As a result, EM 715-3-2509 is now being processed for publication 
and distribution. The manual outlines the basic policy and establishes 
procedures designed to improve procurement practiccs; and eliminate, wher - 
ever feasible, the use of brand names, substituting therefor appropriate 
snecifications or description of the salient characteristics, Responsibili- 
ties for specific actions are assigned to the various offices concerned with 
Militery Supply. It should be noted that the vendor also retains the besic 
responsibility for providing an acceptable product. As indicated in the 
last pararraph of the EM this responsibility is in no way lessened or 
abrogated by the EM. 


3. Because of the concern of the Chief and the importance of argres- 
sive imlementing action, the publication of this EM is being called to your 
attention with the suggestion that it receive vour personal attention, 
fdherence to the principles set forth in this FM will eliminate many pro- 
tests and insure that the Government receives maximum competition in 
procurement. 


FOR THE CHIEF OF ENGINERRS: 


* “S. R. HANMER 
Rrigadier General, USA 
Deputy Chief of Envincers 
for Military Operations 
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APPENDIX VIII 


OFFICE OF NAVAL MATERIAL STATEMENT FOR THE RECORD OF THE 

SUBCOMMITTEE ON GOVERNMENT PROCUREMENT OF THE UNITED STATES 

SENATE SELECT COMMITTEE ON SMALL BUSINESS - POLICY REGARDING 
UTILIZATION OF SOLE SOURCE IN RESEARCH, ENGINEERING AND DEVELOPMENT 
A report on procurement policy was submitted to the Procurement 
Subcommittee of the Committee on Armed Services, U. S. Senate. 
Included in this report was Navy policy on the selection of sources 
for research and development. ‘The following comments parallel the 
statements made in that report entitled "Procurement Study", Hearings 
before the Procurement Subcommittee of The Committee on Armed Services, 
U. S. Senate, Part I. 

Although we have “inhouse" research and development capability, 
it is inadequate for the magnitude or the research and development 
effort required today. It is in the interest both of the national 
defense and of the national economy that research and development 
sources be expanded, including greater participation by competent smal 
business firms. ‘Thus, we require unified effort by technical personnel, 
contracting officers, and small business specialists, to seek out new 
sources with competence in this area and to utilize their capabilities 
to the maximum practicable extent in our research and development 
program. 

Our sources for research and development work are colleges, 
universities, other nonprofit orgranizations, and industry. ‘he 
interest of industry tends more to applied research and development 
than to basic research. ‘The reason, of course, lies in the fact 
that this kind of research and development usually results ina 
product for which profitable markets may be found. Since colleges, 
universities, and other non-profit organizations have little or no 
interest in commercial possibilities, they are prime sources for 


basic research work. 
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It is in the field of research and development that "unsolicitea" 
proposals are most frequently received. ‘These are ideas or studies in 
science which industry and educational institutions have originated and 
which, since they desire to pursue them further, they present to the 
military departments for possible financial support. Whenever such an 
unsolicited proposal is potentially valuable to us, we may sponsor the 
firm or institution in the further uemiaks or development work necessary, 

Our need in weapons is very frequently a maximm. To get weapons 
which are advances in the state of the art we mst have the resources 
of our nation's highest scientific skills and technology. In some 
technical and scientific fields there may be only one qualified source 
with the outstanding abilities we require. We cannot reduce our 
qualitative requirements to the level of lesser skills to avoid a 
sole source award. 

Qur Navy policy on this is spelled out in our SECNAV Instruction 
4255.1 of 26 March 1957 entitled "Policy in the Awarding of Research 
and Development Contracts.’ ‘This instruction is published in the Navy 
Procurement Directives as NPD3-2001 and is available to all procurement 
personnel. 

It is our policy that research and development contracts should 
be awarded to those organizations, including educational institutions, 
which have the highest competence in the specific branch of science or 
technology required for successful conduct of the work involved. Award 
of such contracts, therefore, is based primarily upon the comparative 
technical abilities of the proposed contractors rather than on comparison 


of estimates of cost. ‘The reason is that in cost-reimbursement-type 


contracts, which must usually be used for research and development work, 
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advance estimates of cost are not always valid indicators of what final 
actual costs will be. ‘this policy of awarding to the most technically 
competent sources results, we believe, both in the most expeditious 
accomplishment of vital research and development, since the most ad- 
vanced firm does not have to duplicate work already done, and in lower 
overall cost to the Government. 
POLICY AS TO AUTHORITY DELEGATED TO THE 
TECHNICAL PERSONNEL REGARDING THE 
CONTRACTOR TO BE SELECTED 
In determining which prospective contractor possesses the highest 
technical competence, the following factors are carefully considered: 
(1) Availability of experienced scientific and technical 
personnel ; 
(2) Availability, from any source, of suitable test or 
other facilities; 
(3) Experience or pertinent novel ideas in the specific 
branch of science or technology involved in the proposed contract; and 
(4) Willingness to devote these resources to the proposed 
work with appropriate diligence. 

In a number of research and development contracts awarded by the 
military departments, there is no substantial question as to the choice 
of the contractor. Examples of such contracts would be those which are 
continuations of work already started under earlier contracts or those 
which involve the development of unsolicited proposals, noted earlier. 
Frequently, however, when a new research or development contract or 
program is undertaken, there is initially no clear indication of the 


source which should perform the work. ‘The determination of the most 
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technically competent source is primarily the responsibility of 
the cognizant technical personnel in the military departments. thus, 
the contracting officer places substantial reliance upon the capabilities 
of scientific and technical personnel in awarding research and develop- 
ment contracts. 

This policy and the authority delegated to technical personnel 
in this regard is also found in the same SECNAV Instruction 4255.1 at 


subparagraph 3d. A copy of this instruction is submitted for the record, 


STANDARD OPERATING PROCEDURES 

As you know, the Armed Services Procurement Regulation (ASPR) 
is the basic procurement regulation within the Department of Defense. 
It prescribes uniform policies and procedures for the military 
departments. It provides direction and guidance for complying 
with pertinent statutes, Executive orders and regulations of other 
governmental agencies. It covers policies, practices and procedures 
on many subjects. ‘The ASPR is issued by the Assistant Secretary of 
Defense (Supply and Logistics) after consultation with the Material 
Secretaries of the three services. 

Supplemental procurement regulations are issued by the Navy 
department. ‘These are known as Navy Procurement Directives(NPD) 
and are arranged and numbered so as to correspond with ASPR if 
there is any ASPR coverage on the particular matter. ‘The NPD provides 
detailed procedure consistent with ASPR. More and more material and 
subjects are being covered by ASPR and as subjects are covered by 
ASPR the NPD's are reduced. We try to look to ASPR for policy and 


procedure with a minimum of NPD and bureau directives. In August 


1959 a revised edition of the NPD was issued which was codified to 
ASPR paragraph by paragraph and which reduced the NPD by 33%. 
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APPENDIX VIII(A) 


DEPARTMENT OF THE NAVY 
OFFICE OF NAVAL MATERIAL 
WASHINGTON 25. D.C. IN REPLY REFER TO 


7 APR 1960 
My dear Mr. Cheirman: 


Your letter of March 2 to the Honorable Cecil P. Milne has been passed 
to we for reply; it requested up-to-date information on the competitive 
purchase of items that normelly have been on a sole source basis. The 
enclosures provide the information which we have been eble to gather to 
date. The reports of the Aviation Supply Office and the Ships Perts 
Control Center are supplementary to earlier reports which you have 
received, the ASO report being for the First Quarter of this Fiscal Year 
and the SPCC report covering calendar year 1959. We are also supplying 
the report of the Electronic Supply Office for the calendar year 1959. 
These three reports list competitive procurement for the first buy of 
148 items which previously were purchased on c sole source basis. 


Similar efforts are in effect by other purchasing offices of the Navy 
but in their cases statistics have not been meintained so that this 
type of analysis is readily available. The Navy is continuing to 
augment its competitive procurement in every practicable way. 





R. L. SWART 
Rear Admiral, USN ~~ 
Vice Chief of Naval Material 
Honorable George Smathers, Chairman 
Subcommittee on Government Procurement 
United States Senate 
Washington 25. D. C. 
Encl: (1) ASO report 
(2) SPCC report 
(3) ESO report 
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SOLE SOURCE AWARDS COMPARE’ WITH COMPETITIVF AWARDS, 1959 





PCC Ics P; 
ADVERTISED PROCULIMENTS 
Percent.of 
Ne, Items Savings ....__tota) savings 
From small business sole source to small 
business competitive 3 $30,023.86 08 
From large business sole source to large 
business competitive 1 3,507.50 .009 
From large business sole source to small 
business competitive 916 58 al 
Total $330 98,590.21 2262 
BEGOTIATED PROCUREMENTS 
From smal] business sole source to large 
business competitive 3 1,185.10 2003 
From small business sole sou~ce to small] 
business competitive 5 579,35 001 
From large business sole source to large 
business comnetitive 15 31,495.98 -083 
From large business sole source to smal) 
business competitive €L = -2434.205,2) 2048 
Total 84 276,466.14 2735 
GRAN) TOTAL AY $375,056.35 
/i¢ 
Total that would have been vaid on sole source basis $632,023.% 
Total actwally paid om comnetitive basis 256,866.89 
Total savings 375,056.35 
Percent of savings 59.4 
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APPENDIX IX 


| ‘The 
( 
STATEMENT SUBMITTED, UPON REQUEST, BY thi 
REAR ADMIRAL R. L. MOORE, JR. 
DEPUTY CHIEF, BUREAU OF SHIPS, TO THE pow 
SUBCOMMITTEE ON GOVERNMENT PROCUREMENT 
OF THE SENATE SELECT SMALL BUSINESS COMMITTEE nis 
APRIL, 1960 
0 
This is submitted in response to the request of the Honorable George A. se 
Ye: 
Smathers, Chairman, Subcommittee on Government Procurement, in his letter r 
our 
of 22 March 1960 to the Honorable Cecil P. Milne, Assistant Secretary of the 
ach 
Navy (Material), for a statement for the record from the Bureau of Ships, 
ind 
among others, on items (a) through (f) in the letter. | 
| 
It is understood that the Office of Naval Material is submitting a consolidsty 
Navy statement with regard to items (a) and (b). Enclosure (1), Bureau of Shis| 
fro 
“Flow Chart for a Major Negotiated Procurement” is provided in response to 
in 


item (e). Enclosures (2) and (3), Bureau of Ships "Procedures Manual" and 


\ Vy | Fis 
"Memorandum Manual", respectively, are provided in response to item (f). ” 


The following information is provided in response to items (c) and (d). It ” 
is organized so as to cover the questions in the order they are presented in - 
the letter. A copy of each Bureau of Ships Instruction referenced below is | ” 
attached. Also attached is a copy of the Chief, Bureau of Ships, Memorandum o 
of 23 November 1959 providing a summary of important Bureau contractual pot 
policies and procedures (cited below as "Chief's Memo"). Contract Division | Obs 
Procedures referenced by number as "CDP" will be found tabbed in enclosure (2) on 
Contract Division Memoranda referenced as "CDM" will be found tabbed in sul 


enclosure (3). 


A. Bureau of Ships Small Business Program 
We are very proud of our accomplishment in carrying out the Bureau of 


Ships Small Business Program. 


' Exhibits referred to retained in files of Senate Small Business Committee. 


| 
| 
| 
| 
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The Bureau of Ships is charged with the responsibility for, among other 
things, buying the Navy's ships -- our aircraft carriers, the nuclear 
powered Polaris submarines, our nuclear powered attack submarines, guided 
missile frigates and cruisers. We buy the extraordinarily complex radar, 
sonar and other electronics which help these ships carry out their missions. 
We buy the nuclear reactors which provide almost unlimited endurance for 

our submarines. We purchase the research and development essential to 
achieving progress in these rapidly changing fields. This gives a fair 


indication of the type of thing we buy. 


The small business potential for prime contracts in this field, measured 
in terms of dollars, approximates 10 percent. This percentage will vary 
from year to year, and recently has ranged from a high of 12.3 percent 
in Fiscal Year 1958 to 9.1 percent during the first six months of the 


Fiscal Year 1960. 


It is this potential that we are really concerned with insofar as prime 
contracting is concerned. We are proud to state that we have been con- 
sistently realizing over 75 percent of this potential. In other words, 
three of the four dollars constituting small business prime contracting 


potential actually goes to small firms. 


Obviously, the potential for small business is far greater in the area of 
subcontracts. We have followed an aggressive policy in this field. In 


substantially every prime contract in excess of one million dollars, we 
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include a "Defense Subcontracting Small Business Program” clause. This 
requires the contractor to assure that small business concerns will have 
an equitable opportunity to compete for subcontracts, particularly by 
arranging solicitations, time for the preparation of bids, quantities, 
specifications, and delivery schedules so as to facilitate small business 
participation. The clause also requires the establishment of means to 


accomplish these ends. 


Al. Bureau of Ships efforts to reduce sole source procurement and increase 
compet ition 


It is the policy of the Navy and the Bureau of Ships, in accordance with 
the principles expressed in 10 U.S.C. 2304(a), the Armed Services Procure- 
ment Regulation and Navy Procurement Directives, to use competitive 
procurement to the maximm extent consistent with the timely procurement 
of required supplies and services. This policy has been disseminated to 


all hands in the Chief's Memo (p.7). 


The Bureau of Ships exerts continuing effort toward accomplishing this 
basic policy and strives to reduce sole source procurements. This effort 
is interwoven throughout the procurement process. This can perhaps be 
best shown by taking a typical procurement action and showing what normally 


happens to it during its processing. 


Procurement requests are initiated by Technical Divisions within the Bureau, 
Interdepartmental Requests excepted. A request will indicate what is desired 


and such factors as delivery dates required, where delivery is to be made, 


etc. 
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The initiator has at hand a list of bidders who have been determined 

to be qualified to participate in the type of procurement involved. 

He usually includes this list in the procurement request. Where the 
procurement does not permit the use of established bidders lists, the 
initiator must justify in writing the limited competition which is 
recommended (BuShips Instruction 4205.5A, p.8). The procurement request 
also indicates the type of procurement that the originator recommends. 
If negotiation is considered imperative, he mst fill out a Check List 
Form (See Exhibit "A") designed to obtain complete and accurate data 


in justification and attach it to the procurement request. 


The procurement request now goes through established channels to the 

Small Business Specialist. It is an outstanding feature of Bureau 
procurement practice that the Small Business Specialist has the first 
opportunity to review procurements in the interest of small business. 

He reviews the bidders list to assure that small businesses are adequately 
represented thereon and that policies with respect to Small Business 

are being followed. In cases where negotiation with one or a limited 
number of firms is indicated, the Small Business Specialist may make 


special efforts to locate additional sources which will be suitable. 


Determinations are made as to whether all or a part of the procurement 
should be set-aside solely for small business (Chief's Memo, pp.3-4). 
Such determinations are subject to acceptance by the contracting officer, 
but are generally accepted. For example, of the 971 set-asides for 

small business initiated during fiscal year 1959, 909 were granted. 
Determination is also made as to the degree of publicity which should 


be given. The procurement will be publicized unless it falls within 








554 GOVERNMENT PROCUREMENT 


1960 


one of the exceptions set forth in ASPR 2-206. The request then passes 
through the Bidders List Section of the Contract Division which adds 
the names of any additional firms shown on the Bureau's bidders lists, 


unless limited competition has been authorized and justified. 


The procurement request then moves to the procurement policy and 
planning personnel of the Contract Division. They, in coordination 
with other interested Bureau personnel, make a determination as to the 
method of procurement which should be used. If practicable it will be 
advertised. If not, the procurement will be negotiated under one of 


the exceptions provided in 10 U.S.C. 2304(a) (1) through (17). 


Use of any of these exceptions must be justified and approved. The 
level of approval required, which varies with each exception and 
sometimes with the amount of money involved in a particular procurement, 
is indicated in the attached Exhibit "B". In any event, justifications 
must be clear and convincing and any doubtful cases must be resolved 


in favor of advertising (BuShips Instruction 4205.5A, p.7). 


It should also be noted that it is Bureau policy that the Head of the 
Technical Division concerned personally pass upon those cases where 
adequate specifications or suitable descriptions for advertising are 
not available, with a view to correcting such situations where possible 
for current procurements and with the long-range view of establishing 


circumstances which permit obtaining competition (Chief's Memo, p.7). 


Once the method of procurement is determined, the procurement request 


is then sent to the purchasing branch with appropriate instructions. 


When issuing invitations the negotiator will include companies, not 
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listed as potential bidders on the procurement request, which have 

indicated an interest in the procurement as the result of publicity 

or other information. Potential bidders will normally be supplied 
invitations upon request even though their names do not appear on bidders 
lists or in the Determination and Findings (Chief's Memo, p.7; CDM 193) 
Usually prospective bidders are allowed at least 30 days, from issuance 

of the invitation, to submit a bid or proposal (NPD 2-201.9; CDP 103.41a (1) 
(c)). In appropriate caseg that time may be extended. This period 

is adequate for small business and other firms, not included on the 

original bidder's list, to learn of the procurement, secure an invitation 


and submit a bid or proposal. 


The bids or proposals come in and mst be evaluated and otherwise reviewed. 
In those unusual circumstances where awards to other than the low bidder 
are necessary, there must be clear and unequivocal reasons justifying such 
award. Approval in writing by the Contracting Officer is required 


before award to other than the low bidder can be made (Chief's Memo, p.11). 


As can be seen, the system affords maximum opportunity to increase 
competition and provides for full justification and extremely close 
review at several stages for any negotiated procurements and additional 


justification and review is required for sole source procurements. 


Moreover, the Bureau takes several positive steps to promote competition 


and combat sole source procurement. 


An example is the Navy's financing policy (NPD 31} which 
recognizes that many firms have limited working capital and provides 


means for assisting them in appropriate circumstances. Further, under 
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one of the exceptions set forth in ASPR 2-206. The request then passes 
through the Bidders List Section of the Contract Division which adds 
the names of any additional firms shown on the Bureau's bidders lists, 


unless limited competition has been authorized and justified. 


The procurement request then moves to the procurement policy and 
planning personnel of the Contract Division. They, in coordination 
with other interested Bureau personnel, make a determination as to the 
method of procurement which should be used. If practicable it will be 
advertised. If not, the procurement will be negotiated under one of 


the exceptions provided in 10 U.S.C. 2304(a) (1) through (17). 


Use of any of these exceptions must be justified and approved. The 
level of approval required, which varies with each exception and 
sometimes with the amount of money involved in a particular procurement, 
is indicated in the attached Exhibit "B". In any event, justifications 
must be clear and convincing and any doubtful cases must be resolved 


in favor of advertising (BuShips Instruction 4205.5A, p.7). 


It should also be noted that it is Bureau policy that the Head of the 
Technical Division concerned personally pass upon those cases where 
adequate specifications or suitable descriptions for advertising are 
not available, with a view to correcting such situations where possible 
for current procurements and with the long-range view of establishing 


circumstances which permit obtaining competition (Chief's Memo, p.7). 


Once the method of procurement is determined, the procurement request 
is then sent to the purchasing branch with appropriate instructions. 


When issuing invitations the negotiator will include companies, not 
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listed as potential bidders on the procurement request, which have 

indicated an interest in the procurement as the result of publicity 

or other information. Potential bidders will normally be supplied 
invitations upon request even though their names do not appear on bidders 
lists or in the Determination and Findings (Chief's Memo, p.7; CDM 193). 
Usually prospective bidders are allowed at least 30 days, from issuance 

of the invitation, to submit a bid or proposal (NPD 2-201.9; CDP 103.41a (1) 
(c)). In appropriate caseg that time may be extended. This period 

is adequate for small business and other firms, not included on the 

original bidder's list, to learn of the procurement, secure an invitation 


and submit a bid or proposal. 


The bids or proposals come in and mst be evaluated and otherwise reviewed. 
In those unusual circumstances where awards to other than the low bidder 
are necessary, there must be clear and unequivocal reasons justifying such 
award. Approval in writing by the Contracting Officer is required 


before award to other than the low bidder can be made (Chief's Memo, p.1l). 


As can be seen, the system affords maximum opportunity to increase 
competition and provides for full justification and extremely close 
review at several stages for any negotiated procurements and additional 


justification and review is required for sole source procurements. 


Moreover, the Bureau takes several positive steps to promote competition 


and combat sole source procurement. 


An example is the Navy's financing policy (NPD 31} which 
recognizes that many firms have limited working capital and provides 


means for assisting them in appropriate circumstances. Further, under 
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the policy providing for progress payments (NPD 31-4; CDM 218) small 
business firms are afforded an advantage over large business in that 
75% progress payments are made to small businesses as compared to 70% 


to big business. 


Other methods of increasing competition include eliminating requirements 
for samples (BuShips Instruction 4250.2) and extending delivery dates 
to the extent feasible (Chief's Memo, p.ll). Paragraphs A2 and A5 


below are also good examples of positive measures. 


There are, however, some limiting factors. Most of our appropriations 
are spent for such special items as construction and conversion of 
combatant ships, propulsion machinery, reactor compartment components, 
complex electronics equipment, and diesel generators. Small firms do 

not have the facilities needed to produce the majority of such items. The 
share of our appropriations going for such items is increasing as the 
Navy changes over from conventional power and ordnance to nuclear power 
and missiles. The complexity of new weapons is reducing prime contract 


opportunities for smell firms. To that extent, this restricts competition. 


Another limiting factor is that the Bureau of Ships does not have 
procurement responsibility for less complex or "shelf-type" items which 
can be readily procured by formal advertising, with little or not 
technical review required by the Bureau. Jurisdiction over such procure- 
ments is vested in the Bureau of Supplies and Accounts and other agencies. 
The explosive state of technology further pushes us toward non-repetitive 


procurements. 
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A2. Location of new sources 


It is a formal policy of the Navy and the Bureau of Ships that our 
personnel are responsible for actively seeking out and developing 
information concerning firms which have competence for research and 
development (BuShips Inst. 4255.3). This is our policy for firms having 


competence for other than research and development work. 


We accomplish this active “seeking out" of firms in a variety of ways. 
For example, we send a full set of bid material for all publicized 
procurements to 16 Small Business Administration field offices located 
throughout the United States; these offices further publicize the 


procurements, as @ result of which we frequently find new suppliers. 


We have had a few equipments which only one firm has been able to 
manufacture successfully. In such cases, where ability is the only 
problem, we have publicized the procurements in the hope of obtaining 


new manufacturers. 


Further, Bureau personnel cooperate in developing and then attend 
regional clinics designed to show regional firms, especially small 
business firms, what the Navy needs and how they can participate in 
filling Navy requirements. The Research and Development Clinic held 

in Chattanooga, Tennessee, on 25 February 1960, under the auspices of 

the Office of Naval Material, is a recent example of such clinics. 
Technical personnel in attendance at technical and semi-technical 
meetings (e.g. American Society for Testing Materials, American Standards 
Association, American Society for Mechanical Engineering, etc.) contact 


firms and encourage them informally to participate in our programs. 
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The Bureau of Ships is at present preparing to hold an extraordinary 
meeting on 24 May 1960 in an effort to expand participation in our researd, 
and development programs. The meeting is being held in the largest 
auditorium available to us--the Department of Interior Auditoriun-- 

so as to accommodate representatives from a maximum number of prospective 
suppliers. Many of the firms represented will be small businesses. 

At the meeting we will explain the highlights of our research and 
development programs. The discussion will be classified SECRET; this 
will permit us to provide these firms with a good insight into our 
programs. We plan to follow up by forwarding to each firm in attendance 
a "Problem Book" discussing problems suitable for a firm with relatively 
limited facilities. The book will emphasize work in which we are not 


yet engaged. 


Frequently firms previously unknown to us write or send representatives 
and express an interest in participating in our programs. We have 
two offices which devote much of their time to assisting them. One 

is the Bidders' List Section of the Contracts Division, which directs 
interested firms to appropriate technical sections, assists them in 
preparing information so that their capabilities may be evaluated, 
end circulates this information to the various areas of the Bureau 
(CDP 101). The other is the Small Business Specialist's Office, which 
receives hundreds of inquiries from small firms each year, interviews 
daily numerous representatives from such firms and, when appropriate, 
arranges further discussions with technical and procurement personnel. 


As @ result, many new qualified businesses, particularly small firms, 


are added to our bidders' lists. 
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In addition to these broad approaches to the problem of obtaining additional 
gources, we have made concentrated attempts to break away from specific 

sole source situations by obtaining additional sources. For example, in 
some incipient sole source situations we have made a special appeal 

for additional suppliers. Thus, when it was found that one firm was 

getting all the contracts for certain sonar domes, we appealed to the 

Small Business Administration for assistance in locating additional 
suppliers. As @ result, we obtained a substantial list of suppliers 

which were new to the Bureau, some of which appear to be exceptionally 
suitable, and have high hopes that some of them will be able to offer 


successful competition. 


A3. Advance Procurement Publicity 


As is indicated in foregoing paragraphs, the Bureau of Ships publicizes 
its procurements to the widest extent possible, including sending bid 
material to SBA field offices. Moreover, in almost all cases we provide 
adequate time so that firms can learn of a procurement and participate in 
it. The Bureau does not feel that advanced publicity will serve any 


useful purpose in these circumstances. 


Al, Adequacy of drawings and specifications 


Completely definitive and precise design specifications are essential 
prerequisites for formal advertising. In paragraph Al above it was 
indicated that the Bureau of Ships does not usually purchase "shelf-type" 
items for which it is practical to develop design specifications. The 
great bulk of our appropriations are expended for ships, machinery, 


electronics and other items of the type that change rapidly in this era 
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of technological upheaval. To develop design specifications for such 
items would tend to freeze development when it is most needed if we are 

to maintain our position in the technological race. It would preclude us 
from obtaining industry's assistance and know-how in making additional 
progress. Accordingly, we rely very heavily upon performance specification, 


which, in most instances, necessitate procurement by negotiation. As we 


have indicated, it is our policy to seek competition to the greatest possib) 


extent, regardless of whether a procurement is formally advertised or 


negotiated (Chief's Memo, p.7). 


The Bureau of Ships does, of course, procure production quantities of most 
newly developed items. Manufacturing drawings are essential if we are to 
break away from the initial developer of an item and enable other firms 
to participate in procurements of these production quantities. We obtain 
manufacturers' drawings on an item as early as practicable, which often is 
at the end of the pilot production run. Unfortunately, this does not 
always enable us to go immediately even to competitive negotiations. With 
the existing stringency of funds we can procure only limited quantities 
of any given equipment each year. The required delivery often does not 
allow time for submission and approval of the preproduction model, which 
we must require of a second source. Thus, it is difficult to break away 
from a developer even though we may have adequate manufacturing information 


to enable a new source to produce if time permitted. 


Insofar as we do purchase items for which it is practical to develop 
definitive specifications, we are making every effort to assure that 


such specifications are suitable to as broad a segment of industry as 
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possible. We are accomplishing this at present as part of a concerted 


= program to improve our specifications. 
e us } 
1 As mentioned previously, it is the Bureau's policy that the Head of 
cation, the Technical Division concerned personally pass upon those cases 
wi where adequate specifications or suitable descriptions for advertising 
—" are not available (Chief's Memo, P-7). 

A5. Cooperation with the Small Business Administration 

It is the policy of the Bureau of Ships to vigorously encourage small 
aot business firms to participate in our procurement program. All personnel 
B to involved in the procurement process have been instructed to be fully 
= | cognizant of pertinent policies and to endeavor to utilize the capacity 
en of small business to the maximm possible extent. (BuShips Instruction 43601) 
on is 

By implementing a strong Small Business Program, the Bureau, in its prime 
With contracts, is keeping the amount of work which goes to small business 
; fairly stable despite the loss of many small firms in mergers with big 
¥t business and for other reasons and despite the ever increasing complexity 
a of our work. The relative stability is shown by the fact that the number 
ay of awards and “add-ons" made to small firms during fiscal year 1959 
ate totalled 824, while those made during the previous year totalled 715. 


These procurement actions constitute approximately one-third of all 
procurement actions taken by the Bureau. 


We have a strong Defense Subcontracting Program as well. For years we 
have encouraged our prime contractors to participate in this program, 
| with considerable success. A large proportion of subcontracts have been 
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going to small firms. For example, the builder of RANGER (CVA 61) 
reported that 368 of the 805 subcontractors on this project were small 
business firms. Our program is now even stronger. In accordance with 
recent Navy policy (ASPR 1-707.1, 1-707.2, 1-707.3, 7-104.22, 7204.19, 
7-303.11 and 7-403.13, implemented in the Bureau by CDM 235), the progran, 
formerly a matter of election with prime contractors, is now mandatory 
in ali contracts in excess of $1,000,000 which offer substantial sub- 
contracting possibilities. We are placing appropriate clauses in current 


contracts meeting the criteria. 


Our success in implementing Small Business Programs is due to the cooper- 
ative efforts of all in the Bureau and especially to the effective work 
of the office of the Small Business Specialist. What this office does 
and the type of cooperation it receives has been indicated in previous 
paragraphs. In addition, it should be mentioned that the Specialist 
heads a continuing program to indoctrinate Bureau personnel in this 
ever-present need for increasing the opportunities for small business 


to participate in our programs. 


All of the foregoing constitutes cooperation with the Small Business 
Administration (SBA). In addition, SBA representatives are invited to 
Bureau procurement conferences and are assisted in obtaining data on 
which to base requests for set asides. The majority of the set asides 
requested by the SBA representative have been approved (909 of 971 in 
fiscal year 1959). Where a small business firm, although low bidder, is 
determined to be not qualified because of lack of financial or technical 
competence, the SBA representative is notified. SBA then affords the 
small firm on opportunity to request a Certificate of Competency. All 
such certificates issued by SBA to date have been accepted by the Bureau 


without protest. 
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A6é. Exchange of bidders lists within the Bureau 


The policy of the Bureau of Ships is that bidders lists be maintained 

by appropriate technical personnel for each item in the procurement 
program (BuShips 4205.7A). Informatinn concerning a prospective 
contractor is reviewed by each technical area of the Bureau with which 
the contractor might be concerned. He is included on the bidders list 
for each item he is considered qualified to furnish. Exchange of bidders 


lists within the Bureau would serve no purpose. 
AT. Maintenance of a Master Bidders’ list 


It is the policy of the Bureau of Ships to maintain a master bidders' 
list for production items. Such a list is maintained in the Bidders 


List Section of the Contracts Division (CDm 101). 


B. Coordination of efforts to accomplish the foregoing 


The Bureau's policies discussed above are directed to every member of 
the Bureau's personnel concerned with procurement in any phase. Coor- 
dination of effort is achieved through the procurement team--the tech- 
nical and procurement personnel and the Small Business Specialist. 
Generally, one team handles procurement of an item through the research, 
development and production stages. The individual members of the team 
will often be the same throughout all stages, although as years pass 
there are bound to be some changes. At the least, the same offices will 
be represented on the team throughout. This continuity of team effort 


affords maximum assurance of coordination in implementing Bureau policies. 
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APPENDIX X 


AVIATION SUPPLY OFFICE STATEMENT 

FOR THE RECORD OF THE SUBCOMMITTEE 

ON GOVERNMENT PROCUREMENT OF THE 
UNITED STATES SENATE SELECT COMMITTEE 
———Gi_ SMALL BUSINESS 0 


This statement is submitted as requested by the Chairman of the Subcomnitt, 
on Government Procurement by letter to the Assistant Secretary of the NV 
(Material) of March 22, 1960. Matters are addressed in the sequence (a) 
through (f) established by the letter request. 


te oh eH OC 


a. The Aviation Supply Office does not enter into contracts for 
experimental, developmental or research work. 


b. It is considered that delegating authority to select the contracto, 
to a technical evaluation team is a function of contracting for exper iments), 
developmental or research work. The Aviation Supply Office does not perfon 
this function. 


c. The following programs established in the Aviation Supply Office 
evidence a continuing effort to reduce sole source purchases and increage 
competition: 


i f ne e te of th i tity in 
ter_b ' list 


The bidders' list procedures of the Aviation Supply Office are as 
governed by the Bureau of Supplies and Accounts Manual, Volume VI, Chapter 
2, Section III. The bidders' list is an established central index of 
suppliers who are believed to be qualified sources of supply for the 
requirements of the Aviation Supply Office, and who are not restricted by 
the Consolidated List of Debarred, Ineligible and Suspended Contractors 
from being solicited by bid, proposal, or quotation. It provides inform- 
tion concerning available sources of supply and serves as a mailing list 
for issuance of invitations for bids or requests for proposals or quota- 
tions. Commodity classifications are established and suppliers' names 
included on appropriate commodity lists. A Bidder's Mailing List Applica- 
tion (Standard Form 129) and appropriate commodity classification lists 
are furnished a potential supplier upon request so that he may provide 
information for his inclusion on the bidders' list and identify the items 
or commodities which he is in a position to furnish. Procurement 
personnel and the Small Business Specialist of the Aviation Supply Office 
seize every opportunity to encourage such action by potential suppliers. 


Giving procurements advanced publicity 


The Aviation Supply Office takes full advantage of existing pro- 
cedures for the synopsizing of proposed purchases by the Department of 
Commerce and the dissemination of procurement information by regional 
offices of the Small Business Administration. 
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Adequacy of drawings and specifications 


A continuing program of field visits to prospective suppliers is 
carried on to explain the needs for technical information on drawings and 
in specifications, The Aviation Supply Office maintains a staff which 
reviews specifications and drawings in conjunction with the technical 
bureau (Bureau of Naval Weapons). Representation is also maintained on the 
Aeronautical Standards Group to assure that published specifications include 
the necessary details to support competitive procurement, 





A representative of the Small Business Administration is resident 
with the Aviation Supply Office, A fully cooperative relationship exists 
with him in both the spirit and letter of his agency's program in con- 
junction with the Department of Defense, 


d. Programs for improving the degree of disclosure in drawings and 
specifications are being accomplished as a coordinated effort between the 
Bureau of Naval Weapons engineering and procurement teams and the Aviation 
Supply Office. Additionally, effort is being made by Weapon Representatives 
of the Aviation Supply Office to coordinate the practices of the Bureau of 
Naval Weapons research and development management with replenishment pro- 
curement needs to assure the delivery of documentation and data allowing 
naximum latitude for competitive procurement, The Aviation Supply Office 
is actively collaborating on a continuing basis with the Air Force and 
Army in developing data requirements in specifications for inclusion in 
contracts. 


e@. An Aviation Supply Office Organization Manual and an Aviation 
Supply Office Personnel Listing are submitted as enclosures (1) and (2). 


f, An assembled volume of command instructions labeled Aviation 
f tructio elated to Pro is submitted as enclosure 
3)e 
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APPENDIX XI 


Bureau of Naval Weapons 
Statement for the Senate Small Business 
Committee's Subcommittee on Government Procurement 


LOCATION OF NEW SOURCES 


The Bureau of Naval Weapons has a continuing program to expand its master 

bidders list so that it will include as many qualified sources as possible. 

The BuWeps master bidders list now contains approximately 3200 qualified 

sources for the various equipments and services procured by the Bureau. Approxi- 
mately 60% of these qualified sources are small business firms. The list is 
reviewed periodically to maintain it in a current condition both as to production 
and R&D areas of interest. A commodity list is maintained which lists all areas 
of interest to the Bureau. (See Tab 1 - Bidders Mailing List Application). This 
list is made available to all potential contractors. On an average one new source 
per day is added to the Bureau's master bidders list. 


The Bureau of Naval Weapons sends representatives to industrial clinics, seminars, 
and association meetings in order to publicly explain the programs of the 
Bureau, and to explore the potentiality of firms who express an interest in doing 
business with the Bureau. 


Emphasis on the master bidders list is based on the philosophy that competition, 
whether through formal advertising or through negotiated procurement is the key 

to obtaining the best equipment at the most reasonable price. All Bureau of 

Naval Weapons procurement instructions are based on this philosophy of competi- 
tion. The basic Bureau of Naval Weapons procurement instruction (See Tab 2 - 
BuWeps Inst 4200.1) emphasizes the fact that advertised procurement is the normal 
method and that procurement through negotiation, the exception to the rule, mst 
be carried on whenever possible in a competitive environment. The initiator of 

a procurement request is required to list for solicitation all known fims which 
are capable of performing the required work including small business firms. (See 
Tab 3 - Participation in BuWeps Small Business Program - P and Q& Instruction 4380.1), 
Complete justification mst be submitted for the exclusion of any possible source, 
Upon receiving a Procurement Request, Contracts Group personnel review the document 
to insure that all qualified sources are listed and if such is not the case to add 
those which were not included. In association with the Contracts Group, the Snall 
Business Specialist reviews the procurement request to assure maximum participation 
by small business (See Tab 4 - Small Business Specialist; establishment of - BuWeps 
Inst. 5430.3). At this time a recommendation concerning a partial or complete set 
aside for small business may also be made. 


The Bureau adheres both to the letter and the spirit of the publicity requirements 
as set forth in the Armed Services Procurement Regulation. 


In the unique area of Research and Development, it is the policy of the Bureau to 
obtain design competition whenever possible for new equipments including guided 
missile systems. Known potential sources for a new R&D project are frequently 
called together for group seminars at which time the scope and the objectives 

of the contemplated project are discussed. Field surveys of potential sources 
are also conducted. Management proposals and technical proposals are also used 
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in the search for the most technically competent firm to perform a particular 

R&D project. BuWeps Instruction 4255.1 (See Tab 5 - Awarding of Research and 
Development contracts; policy and procedures on) which implements the R&D policy 

of the Navy emphasizes the desirability of increasing the number of firms engaged 

in research and development work including small business firms. I, those instances 
where only one firm is recommended for an R&D project, Bureau technical personnel 
mst clearly explain and fully justify such a sole sources selection to the satis- 
faction of the Contracting Officer and the Small Business Specialist. (See Tab 6 - 
Internal Contracts Group Procedures for Processing Procurement Requests - Contracts 
Group Instruction 1,200.3.) 


Further impetus to the location of new sources for Research and Development 
projects will be given by a forthcoming Bureau of Naval Weapons instruction 
which will establish a long range scientific and technical planning program 
under which potential sources will be granted access to Bureau R&D advance 
planning objectives so that independent R&D programs may be directed toward 
possible Navy usage. The details of this program have not been completed. 


DRAWINGS AND SPECIFICATIONS 


It is recognized by the Bureau of Naval Weapons that clear and complete drawings 
and specifications for military hardware are essential if effective competitive 
procurement is to be obtained. Increasing emphasis is being placed upon timely 
preparation and submission of complete drawings and specifications during the 
research and development phase of a BuWeps equipment so that competitive procure- 
ment whether through formal advertising or negotiation, may be pursued at as early 
a date as possible. Punitive contractual clauses, such as withholding of payment 
on a CPFF contract or a reduced fee, are being used to insure timely receipt of 
drawings. 


The originator of a BuWeps Procurement Request is required to answer in writing 
several specific questions concerning the condition and availability of drawings 
and specifications for the particular procurement. If firm drawings and specifi- 
cations are not available, an explanation is required as to what action is being 
taken to make them firm, Great care is also taken to insure that the drawings 

and specifications furnished to the bidders contain the latest revisions and are 
complete in and of themselves. Wherever possible, models and manuals are submitted 
to bidders. If it is impossible to submit a separate model and set of manuals to 
each bidder, central locations for the display of such models and manuals will be 
established. 


PROCUREMENT PLANNING AND DIRECTION 


In an effort to obtain the greatest benefit from both in-house capacity and use 

of private industry resources, procurement planning has become of major importance 
in the overall BuWeps planning program. The resources available to the Bureau of 
Naval Weapons consists of: 


(1) A group of naval ordnance production plants 

(2) A complex of naval ammunition storage and production facilities 

(3) Naval industrial reserve ordnance and aircraft plants operated by 
commercial contractors and 

(4) Private industry 
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Procurement planning, both immediate and long range, is essential to maintain a 
proper balance between the Bureau's in-house capability and private industry in 
the rapidly shifting defense effort. A Bureau of Naval Weapons Production Policy 
Board has been established to give effect to this planning need. Representatives 
of the Contracting Officer and the Small Business Specialist are members of this 
Policy Board which meet at least four times a year. 


Once the Policy Board has determined that private industry will be utilized in 
a particular project, additional planning takes place to determine the specific 
details of the proposed procurement. 


The prime consideration at all times is the need for obtaining effective competition 
if at all possible. The Plans and Programs Division of the Contracts Group is pri- 
marily responsible for this planning of the details of any procurement which will 
be let to commercial industry. Shortly after the submission of a defense budget 
to Congress, planning conferences are held with technical, financial, and manage- 
ment personnel of the Bureau to establish a timely and orderly schedule for convert. 
ing program requirements into firm contracts. The Small Business Specialist attends 
these conferences. Among the items resolved at the planning conferences are the 
following: 


Method of procurement 

Competition 

Sources to be solicited 

Adequacy of documentation 

Small business participation 

Publicizing 

System or component procurement 

Production lead time 

Need for special tooling 

Need for facilities 

Mobilization requirements 

Funding and appropriations 
Government financing 
Future requirements 

Related procurements 
Establishment of target dates for movement of action papers 
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Through the use of such advance detailed planning, it is possible early in the 
procurement cycle to determine what components may be broken out of a system to 

be bought from other than the prime contractor. Such items frequently are well 
within the potential of small business concerns. At these conferences representatives 
of both the Research and Development Group and the Production Group are present. Th: 
is to forestall problems that might be encountered when the item is released to 
quantity production. An increasing effort is being undertaken within the Bureau of | 
Naval Weapons to insure that the production problems are taken into consideration 

at the inception of a project. 
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: SUBCONTRACTING 
icy 1 lishec i 
ves The Bureau of Naval Weapons strongly supports the established policy of the 
is | Department of Defense with respect to affording small business concerns equal 
opportunity to compete for defense subcontracts. To this end, a program for 
the evaluation, review, and approval of prime contractor's "make or buy" decisions, 
purchasing systems, and proposed subcontracts has been established. (See Tab 7 - NS! 
c participation in evaluating subcontracting practices - Purchase Division Memorandum 
Noe 14-60). (See Tab 8 - Defense Subcontracting Small Business Program; implementa- 
tion of field level - BuWeps Inst. 4260.) 
ition, iia nies GAM eres eas ihe hs a 
pri- COOPERATION WITH THE SMALL BUSINESS ADMINISTRATION 
_ A full time representative of the SBA serves in the office of the Gnall Business 
ge~ Specialist, Bureau of Naval Weapons. This representative reviews all procurement 
nvert~ ests at time of initial processing. Further, the SBA is invited to be repre- 
ttends sented at each Research and Engineering Symposia. (See Tab 9 - Research and Engi- 
he neering Symposia - RDT&E Inst. 3980.1, and attached sample letter of invitation.) 
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APPENDIX XII 


DEPARTMENT OF THE AIR FORCE 
WASHINGTON 


Dear Mr. Chairman: 


This letter is in response to your letter of 19 February 1960 where. 
in your Committee requested the Department of the Air Force to submit its 
comments on the Small Business Committee's recommendations contained in 
Report No. 716. This letter is in particular response to paragraph (8) 
of Chapter 4, Section C, as promised in my letter of 10 March 1960, 


The Air Force is now operating under established policies concern- 
ing "break-out" in connection with subsystems, equipments and components 
of a weapon system that provide for their competitive procurement at the 
earliest possible time. The policies are expressed in Air Force Regula- 
tion 70-9 and Air Materiel Command Regulation 57-6, copies attached. 


We stress "break-out" from the very initiation of the procurement 
of a weapon system beginning with development through production. 
Rather than allowing a weapon system contractor to build up the technical 
capability, facility and manpower necessary to produce the complete weapon 
system we immediately bring in the specialized talents that exist through- 
out industry. We do this in two ways. First, we provide to the maximm 


extent practicable for Air Force procurement of subsystems, equipments ani 


components produced in accordance with Air Force prepared or approved spe | 


ifications. These subsystems, equipments and components are then deliv- 
ered to the weapon system contractor as Government-furnished aircraft 
equipment (GFAE), or supplied to the operational organizations using the 
weapon system, for inclusion in the system. Second, we contract directly 
with "associate contractors" for the development of major subsystems or 
equipments, utilizing specifications furnished by the weapon system con- 
tractor. The subsystems or equipments are then furnished to the weapon 


system contractor. 


In addition our make or buy policy and our broadened subcontract 
policy, outlined on page 16 of your Report No. 716, is a factor in in- 
creasing the competitive procurement of components and parts of a weapon 
system. This is because the weapon system contractor and "associate con- 
tractors" must have Air Force approval of all major components which may 
be produced "in plant" and those which must be subcontracted to outside 
firms including small business. 


"Break-out" efforts are continued after initiation of the original 
contracts. Aircraft and missile replenishment spare parts are procured 
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on a competitive basis at the earliest possible time, as design is sta- 
pilized. Such action is, of course, confined to those parts determined 
to be non-critical from a safety and/or performance standpoint. As an 
example of our over-all vigilance and effort concerning "break-out" we 
have taken an additional step this year; we have instructed the Aero- 

nautical Systems Center at Dayton, Ohio, to review all Ground Support 

Equipment being furnished by the weapon system contractor to see if it 
can be diverted into direct procurement by the Air Force from industry. 


Air Force Regulation 70-9 defines four categories of items compri- 
sing a weapon system; Attachment 1 to the Regulation lists the items by 
category. It can be seen from the list that little other than the items 
which are an integral part of the structure of the airframe of the 
weapon system are to be procured from the weapon system contractor. The 
balance of the total system is "broken-out" initially and procured di- 
rectly by the Air Force in accordance with existing procurement laws and 
regulations. We give continuous consideration to further "break-out" of 
jtems to be procured for weapon systems and if determined practicable, 
action is taken to place more items by prime Air Force contract. 


It is to be noted that on occasion items designated in Air Force 
Regulation 70-9 to be procured directly by the Government have been, for 
a specific system, identified for procurement by the weapon system con- 
tractor through a deviation procedure. This situation occurs because of 
the peculiarity of the weapon system. However, such deviations are 
closely controlled and reviewed annually by a Deviation Board to mini- 
mize the number accepted for deviation and to return these items to a 
GFAE status at the earliest practicable time. ; 


In summary, we provide for a continual review and control of our 
weapon system procurement from the inception of a program to its comple- 
tion. We constantly strive for "break-out" and an extension of competi- 
tive procurement. We feel that we have made progress in this respect 
and will continue our efforts. However, it should be recognized that be- 
cause of the complexity of many of the subsystems, equipments and com- 
ponents, and because of the technical know-how required and high start up 
costs before production, once a contract is awarded to a source it is 
frequently more economical and effective to continue to utilize this 
source, Therefore, "break-out" in the initial stage of production of a 
weapon system is considered most advantageous to the Air Force and to in- 


dustry. 
Sincerely yours, 


5 
ae 
Inclosure (tarn 7 


Honorable George A, Smathers AARON J. RACUSIN 

Chairman, Subcommittee on Deputy for Procurement and Productiéyy 
Government Procurement 

Select Committee on Small Business 

United States Senate 
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APPENDIX XIII 


AMC AERONAUTICAL SYSTEMS CENTER 
UNITED STATES AIR FORCE 
WRIGHT-PATTERSON AIR FORCE BASE, OHIO 


30 March 1960 


Senate Small Business Committee Hearings, 5, 6, 7 April 1960 


The following information is furnished pursuant to letter from the 
Honorable George Smathers, Chairman, Subcommittee on Government 
Procurement to the Secretary of the Air Force dated 22 March 1960: 


a. Policy regarding utilization of sole source in research and 
development stages. 


The Aeronautical Systems Center adheres to the policy contained 
in ASPR 1-301 in all procurements including those for research and 
development. The referenced ASPR is quoted in Inclosure No. l. 


b. Statement of policy as to authority delegated to the technical 
evaluation team regarding the contractor to be selected. 


In those procurements to which "System Source Selection Proce- 
dures" are applicable, final source(s) will be selected by the Chief of 
Staff USAF and the Secretary of the Air Force as appropriate following 
source evaluation and recommendation by the Commanders, Air Materiel Con- 
mand and Air Research and Development Command and the using Service. In | 
all other instances, selection of source is the responsibility of the Con- 
tracting Officer. No authority is delegated to technical evaluation teams 
for the selection of sources. These technical evaluations are recommenda. | 
tions only and must be approved by the Contracting Officer. 

| 


Cc. rams alre established in your area or center that 


evidence a continuing effort to reduce sole source purchases and increase | 
competition. 


The nature of the items for which the Aeronautical Systems 
Center has procurement responsibility, e.g., weapon systems and related 
systems, subsystems and components, makes it essential that a large 
proportion, by dollar volume, be placed under negotiation procedures. 
Notwithstanding, several programs and procedures have been established 
to assure that competition is obtained whenever possible and that sole 
source procurements are held to the minimum. Programs and procedures 
referred to are: 


1. System Source Selection Procedures: 


In effecting procurement of new systems the Center utilizes 
the policies and procedures as contained in AFR 80-3 to insure that con- 
sideration is given to all probable sources and that those best qualified 
are allowed to compete for receipt of contracts for the development of 
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such new systems. In addition to assuring maximum competition for new 
systems, the procedures employed permit the Air Force to obtain and 
evaluate the technical proposals of industry as they relate to the total 
weapon system and select that source or combination of sources which best 
serve the Government's interests, price and other factors considered. 
Copy of AFR 80-3 and ASC Supplement 1 thereto, dated 2 March 1960, are 
attached as Inclosures No. 2 and 2a. 


2. Two-Step Formal Advertising 


Another procedure employed by the Aeronautical Systems 
Center to obtain competition is through the use of two-step formal 
advertising procedures. This method of procurement is used when available 
specifications are not sufficiently definitive to permit full and free 
competition by formal advertising. Basically, the procedure permits 
negotiation of the technical aspects of the requirement to obtain an 
acceptable basis of understanding between the individual bidders and the 
Government, issuance of Invitations for Bids (IFB's) to those firms 
having acceptable technical proposals, and award to the low bidder. 
The Aeronautical Systems Center utilizes AFPI Section 2, Part 21, for 
guidance in this matter. Copy of such AFPI is attached as Inclosure No. 3. 


3. Use of Procurement Plans 


The Aeronautical Systems Center subscribes to the policy 
set forth in AFPI 53-506(d) for the use of procurement plans in connec- 
tion with applicable procurements. Use of such an administrative device, 
which is designed to facilitate the planning and control of procurements 
by buyers also enables supervisory and management personnel to assure 
that competition is being obtained wherever practicable. The Aeronautical 
Systems Center is in the process of developing a regulation prescribing 
the use of procurement plans. In the interim, buying divisions are 
continuing the use of procurement plans in accordance with policies and 
procedures contained in regulations published by components of the Center. 
These regulations, EDOI No. 70-24 and MDOI No. 34 are attached as 
Inclosures No. 4 and 4a. 


The Aeronautical Systems Center has published ASC Supplement 

to AFPI 3-306 making it necessary for buying divisions to attach a copy 

of the applicable Procurement Plan to the Procurement Committee's (MCPC) 
copy of letters requesting approval of the Secretary of the Air Force to 
negotiate a procurement. Availability of the Procurement Plan enables 
review and approval authorities, both within the Center and at HQ AM, 

to insure that competition is being obtained whenever feasable. Copy 

of the ASC Supplement to AFPI 3-306 is attached as Inclosure No. 4b. 


4. Weapon System Planning Studies 


For some years components of the Air Research and Development 
Command have been contracting with appropriate contractors for exploratory 
studies which seek the solution of future weapon systems problems or needs. 
Only recently, this Center has been given the responsibility to effect 
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the placement of contracts for weapon system planning studies. No ASC 
publication has been published to cover this subject area. However, 
personnel of this Center will collaborate with responsible Wright Air 
Development Division personnel in effecting these procurements. These 
procurements are made to a selected source or sources following 
technical evaluation of industry proposals solicited and submitted on a 
competitive basis. 


5. Adequacy of Drawings and Specifications 


The adequacy of drawings and specifications for use to 
support competitive procurement of items for which the Aeronautical 
Systems Center has procurement responsibility has always been and 
continues to be a problem. The Center continuously strives to contract 
for a full range of required data and use such data to the maximum 
extent to obtain competition in its procurements. 


While contractual provisions are established for required 
data, problems are encountered in utilizing such data for reprocurement 
purposes. 


(a) There is the problem of continuing design changes 
which tend to prevent the available data from being updated and made 
sufficiently current for reprocurement purposes; there is the problem of 
understanding or interpreting and effectively utilizing the data obtained, 


(>) In some instances all or a part of the data 
obtained is proprietary with the contractor from which obtained. 


(c) In some instances, initial procurements are 
based upon performance specifications. Detailed drawings and specifica- 
tions, developed during performance of such initial contract are not 
available in time to support reprocurement requirements. 


(a) In some instances, even though drawings and 
specifications might be available, it is not practical to use the data 
obtained for competitive purposes because of delays and possible duplica- 
tion of investments in tooling, facilities, know-how and time which would 
be encountered if the procurement wereto be made with other than the 
development source. 


6. Location of New Sources 


(a) In the location of new procurement sources the 
Aeronautical Systems Center makes use of the services of the small 
business specialists in all of the AMC Air Procurement District Offices. 
The names of potential suppliers whose applications have been properly 
reviewed by the small business specialists in these offices are promptly 
added to the Aeronautical Systems Center mechanized bidders’ list. The 
small business specialists in the Air Procurement District Offices have 
the facilities to assist business concerns of all sizes to become listed 
in the sources systems at any of the AMC centralized purchasing offices. 
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The performance of this service for business concerns located within the 
phical boundaries of the Air Procurement District Office is one 

of the assigned duties of the small business specialist in that office. 

Guidance is contained in AFPI 16-810.50 which is attached as Inclosure 


No. 5. 


(b) Within the current fiscal year the Aeronautical 
Systems Center Commodity List has been completely revised. This list is 
the catalogue of items purchased at this location. It is used by 
potential suppliers to select the commodities that they believe to be 
within their capability to produce or supply to the Air Force. The 
revision was designed to make the Commodity List more easily understood 
by industry. It has been divided into three sections. 


The first of these sections lists those items 
commonly purchased for stock or to be supplied to contractors as Govern- 
ment Furnished Equipment. In this section wherever it has been possible 
to do so, individual items, rather than classes of items, have been 
listed. The items have been adequately described so that industry should 
have no trouble in making its selection. 


The second section is devoted solely to qualified 
products purchased at this location. This segregated listing is of 
assistance to business concerns that may be interested in supplying these 
items, as the qualified status of the items is immediately brought to 
their attention. Information is included that will assist them to take 
the proper steps to qualify the items they desire to supply. Notice of 
new qualified products is published in the Department of Commerce Synopsis 
of Proposed Procurements and Contract Awards. Procurements of qualified 
products, where more than one concern is qualified, are handled as 
advertised procurements and are synopsized. 


The third section of the Commodity List is a 
compilation of those development categories that are most likely to be 
purchased by the Aeronautical Systems Center. It provides, for the 
first time, a means of listing a concern's development capabilities in 
a mechanized sources system. It has been favorably received by both 
industry and the procurement personnel of the Aeronautical Systems Center 
and has provided a centralized list of development sources where none 
previously existed. Guidance is contained in AFPI 2-204.52(a) through 
2-204.52(d) and ASPR 1-1101 through 1-1103.1 which are attached as 
Inclosures No. 6 and 6a. 


(c) Concerns that respond to procurements but are 
not listed in the sources system are contacted by letter. They are 
invited to become listed and are given complete instructions for listing. 
In addition, concerns recommended by the Small Business Administration 
are solicited on current procurements and are invited to become listed 
in the sources system if they should desire to be considered for future 
procurements. Guidance is contained in AFPI 2-204.1(d)(1) attached as 
Inclosure No. 7. 


7. Giving Procurements Advanced Publicity 
(a) Wherever it is feasible, 
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both advertised and negotiated procurements are given advance publicity 
through notices published in the Department of Commerce Synopsis of 
Proposed Procurements and Contract Awards. In conjunction with these 
advance notices, pre-invitation notices are commonly sent to business 
concerns whose names are on the mechanized source list for the item be 
procured. The pre-invitation notice includes a description of the item 
to be procured and a return post card to be used to indicate interest 
in the procurement. Guidance is contained in ASPR 2-206.1 and AFPI 
2-204.5(b) which are attached as Inclosures No. 8 and 8a. 


(>) In instances where the representative of the 
Small Business Administration believes it to be to industry's advantage, 
pre-invitation notices of procurement are sent to the district offices 
of the Small Business Administration for the possible referral of 
additional sources. 


8. Cooperation with the Small Business Administration 


(a) The members of the small business office of the 
Aeronautical Systems Center work closely with the representatives of the 
Small Business Administration in protecting the interests of small 
business concerns. The Small Business Administration receives copies of 
purchase requests and military interdepartmental purchase requests for 
screening prior to the start of procurement action. Guidance is contained 
in ASPR 1-705.3(a)(1) attached as Inclosure No. 9. 


(>) A representative of the Small Business Administre- 
tion is present at the coordination meeting of the buyer and the Aeronautica] 


Systems Center small business specialist which takes place before industry 
is notified of the procurement. It is at this meeting that consideration 
is given to sources of supply, synopsis, utilization of set-asides for 
areas of substantial labor surplus and the possibility of initiating 
set-asides for small business. Procurements of $2,500 or more are 
considered in this manner. Guidance is contained in AFPI 1-750 which 

is attached as Inclosure No. 10. 


(c) Since there is a representative of the Small 
Business Administration located at the Aeronautical Systems Center, 
all small business set-asides are initiated as the result of joint 
agreements between buying personnel and representatives of the Small 
Business Administration. Guidance is contained in ASPR 1-706.1 which 
is attached as Inclosure No. 11. 


(4) The Small Business Administration representative 
assists the Aeronautical Systems Center by recommending procurement 
sources, by assisting in determining the size of business concerns and 
by expediting Certificate of Competency action. 


(e) Perhaps the close cooperation that exists between 
the Aeronautical Systems Center small business office and the Small 
Business Administration is best illustrated by the fact that all questions 
concerning the initiation of set-asides during the past year have been 
resolved at the working level by the buyer, the Aeronautical Systems 
Center small business specialist and the Small Business Administration 
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representative. In no instance was it necessary to resort to the 
existing appeal procedure and refer the case to higher authority for 
decision. 


9. A Master Bidders’ List and Exchange of Bidders' Lists 


(a) The Aeronautical Systems Center maintains a 
mster, mechanized bidders’ list of production and development sources 
for the items it procures. It is based on sources generated through 
the use of the Commodity List. All concerns having either production 
or development capabilities that have shown an interest in becoming 
suppliers or have been recommended by the Small Business Administration 
are invited to become listed. Guidance is contained in ASPR 2-204.1 
which is attached as Inclosure No. 12. 


(b) In those instances where the Aeronautical 
Systems Center may buy the development of an item or procure an item 
similar to one listed in the mechanized bidders' list of another AMC 
purchasing location, but not carried in the ASC list, a request for 
pidders' list is teletyped to that location. The Aeronautical Systems 
Center reciprocates by providing source lists requested by other AMC 
purchasing locations. 


(c) The small business office of the Wright Air 
Development Division has compiled a list of research and development 
concerns that is arranged both alphabetically by company name and 
numerically by a cite number representing research and development 
fields of interest.. Copies of this list have been distributed to 
Aeronautical Systems Center buyers for their use. 


(a) Commodity lists of other AMC purchasing loca- 
tions are available in the small business office of Aeronautical Systems 
Center and in all Air Procurement District small business offices. 
Guidance is contained in AFPI 2-204.52(e) which is attached as Inclosure 
No. 13. 


d. Whether any of these programs are being accomplished as a 


coordinated effort between the research, development and procurement 
teams. 


Of the programs discussed under paragraph c above, the follow- 
ing are being accomplished on a closely coordinated basis between the 
Aeronautical Systems Center and the Wright Air Development Division or 
other responsible Government technical agencies. 


1. System Source Selection Procedures. 
2. Two-Step Formal Advertising. 
3. Weapon System Planning Studies. 
To a lesser degree, the majority of procurements effected involve coordina- 


tion between the Aeronautical Systems Center and the Wright Air Develop- 
mnt Division and other elements of the Air Research and Development 
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Command. The Weapon System Project Offices (WSPO's) are jointly staffed 
by Aeronautical Systems Center and Wright Air Development Division 
personnel. The services of the WADD Laboratories are regularly used 

by the WSPO's and buying Divisions. 


e. A listing showing the members of the procurement team which 
are responsible for all phases of the procurement from the initial 
stage to the final award. 


Procurement teams for most procurements effected by the 
Aeronautical Systems Center include personnel who are not assigned to 
the Center. The Center has been delegated authority to consummate, 
including manual approval of contracts, new procurements up to 
$1,000,000. All procurements of a dollar value in excess of $1,000,000 
are subject to review by the Procurement Committee, HQ AMC, and manual 
approval by the Director, Procurement and Production, AMC. 


Attached hereto as Inclosure No. 14 is a chart of the Aeronauti- 
cal Systems Center. This chart reflects the various buying activities 
of the Center. Inclosure No. 15 is a chart of the Directorate of Contract 
Support which shows the various support elements who must be considered to 
be part of the team. 


Inclosure 16 portrays various individuals or functional areas 
who make a contribution to and as such must be considered to be members 
of the procurement team under various procurement situations. There 
are those who must by terms of regulations contribute to the review and 
approval of contracts. In addition, the Contracting Officer may request 
assistance from any of the other individuals or functional entities 
indicated. 


f. All statements will be accompanied by standard operating procure- 


ment procedures issued by your installation. 


In addition to the regulatory material identified in preceding 
paragraphs, the Aeronautical Systems Center has published other policy 
and procedural guidance pertinent to the subject matter as follows: 


1. ASC Supplement 2 to AFR 70-9 "Airborne Weapon System and 
Support System Procurement (ASC Subcontract Advisory Panel)" attached 
as Inclosure No. 17. 


2. ASC Supplement to AFPI 3-850.4 "Prenegotiation Conferences 
and Prenegotiation Presentations" attached as Inclosure No. 18. 


3. ASC Supplement to AFPI 3-804 "Conduct of Negotiations" 


19 Atchs 
Colonel, As stated 


Director of tract Support 
AMC Aeronauti¥al Systems Center 
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APPENDIX XIV 


HEADQUARTERS 
AIR MATERIEL COMMAND 
UNITED STATES AIR FORCE 
WRIGHT-PATTERSON AIR FORCE BASE. OHIO 





MCPP 


APR 5 1960 
Report of Competitively Procured Peculiar Spare Parts . 


The Honorable 
Senator George Smathers, Chairman 
Senate Subcommittee on Government Procurement 


1. Reports submitted by all Air Materiel Command central procurement 
activities, except those reporting no new actions, (identified in the 
summary) are attached. These reports refer to "peculiar" spare parts 
only. In general, spare parts are classified as "peculiar" when they 

are used on only one piece of ecuipment. The Air Force classifies 

parts used on more than one piece of equipment as "common" and "standard". 
Common and standard parts are not included in these reports because they 
ere never procured without competition except when urgency of the require- 
ment dictates or only one source is available. 


2. Since "peculiar" spare parts are initially procured “sole source" 
from the equipment manufacturer to enable the Air Force to immediately 
support the end item in operational use, the attached reports are 
directed to only those replenishment spare parts which were previously 
procured "sole source" as replenishment spare parts (does not include 
"initial" spare parts), and were procured competitively for the first 
time during the period 1 July 1959 through 31 December 1959. 


3. The scope of the report was limited as stated above for the following 
reasons: 


ae To make the report meaningfule (avoid the price differential attri- 
butable to production of the equipment). 


b. Manpower and time requirements in comparing replenishment procure- 
ments with initial procurements would be prohibitive because of the extensive 
research required. 


lh. The reports indicated only fourteen (1) items having quantities 
adequately comparable to warrant price comparisons. Prices in these 
instances showed an average unit price saving of opproximately 28% 
through competition. However, the savings in the selected cases varied 
from 0% to 81%. Direct comparison of prices can be misleading since the 
original price in some instances is quite old and may have been secured 
when the end item wes in production. One example (item 3, page 2 of Rome 
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AMA report), showed a higher price being paid competitively even though 
quantities almost tripled. A time lapse of approximately three years 
partially explains this increase. 
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590 GOVERNMENT PROCUREMENT—1960 


1. (1) Electron Tube - Type 3CX100A5 


(2) 5-59 - $21.70 - 22,500 Bitel-McCullough 
6-30-58 - $21.70 - 45,000 Eitel-McCullough 
(3) Large Business 
(4) 8-27-59 - $20.85 - 34,250 ea. | 9% 


(5) Formal advertising 
(6) Large Business 


2. (1) Crystal Unit CR 27/U 
(2) 6-58 - $1.05 - 20,000 ea. 
(3) Small Business 
(4) 7-14-59 - $1.75 - 30,000 ea. | 
(5) Formal advertising 
(6) Small Business 


10. 


3. (1) Crystal Unit CR 32/U 
(2) 6-58 - $1.20 - 20,000 ea. 
(3) Small Business 
(4) 7-14-59 - $1.75 - 30,000 ea. il. 
(5) Formal advertising 
(6) Small Business 


4. (1) Transistors J-182 
(2) 2-59 - $25.11 - 800 ea. 
(3) Large Business 
(4) 7-17-59 - $14.30 - 3,270 ea. 
(5) Competitive negotiation 
(6) Small Business 


12. 


5. (1) Crystal Unit CR 1A4/AR 
(2) 6-58 -$1.51 - 50,000 ea. 
(3) Small Business 
(4) 7-14-59 - $1.50 - 50,000 ea. | i 
(5) Formal advertising 
(6) Small Business 


6. (1) Crystal Unit CR 1A/AR 
(2) 6-58 - $1.51 - 60,000 ea. 
(3) Small Business 
(4) 7-14-59 - $1.50 - 60,000 ea. 14, 
(5) Formal advertising 
(6) Small Business 


7. (1) Tensiometers - Type C-7 


(2) 11-54 - $69.71 - 24 ea. 
(3) Small Business 
(4) 8-25-59 - $88.00 - 200 ea. 


(5) Formal advertising 
(6) Small Business 
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(1) Tensiometers - Type C-9 


(2) 5-59 - $64.36 - 600 ea. 
(3) Small Business 
(4) 825-59 = $64.40 - 400 ea. 


(5) Formal advertising 
(6) Small Business 


(1) Electron Tube =- Type 2C52 


(2) 2-56 - $16.02 - 8,500 ea. 
(3) Large Business 
(4) 8-19-59 = $9.75 - 9,800 ea. 


(5) Formal advertising 
(6) Large Business 


. (1) Klystron - Type V82 


(2) 11-55 - $3,806.73 - 525 ea. 
(3) Large Business 
(4) 8-6-59 = $2,020 - 250 ea. 


(5) Formal advertising 
(6) Large Business 


(1) Electron Tube - Type 1B63A 


(2) 4-58 - $11.75 - 3,600 ea. 
(3) Small Business 
(4) 8-20-59 - $11.45 ~- 7,000 ea. 


(5) Formal advertising 
(6) Small Business 


. (1) Tube = Type 5847 


(2) 5-58 - $5.10 - 9,000 ea. 
(3) Large Business 
(4) 8-20-59 = §5.00 - 8,000 ea. 


(5) Formal advertising 
(6) Large Business 


. (1) Filter - Hycor 979 


(2) 11-58 - $31.60 - 500 ea. 
(3) Small Business 
(4) 8-10-59 = $25.00 - 1,200 ea. 


(5) Competitive negotiation 
(6) Small Business 


- (1) Thermal Relays - Item 8 - GE P/N 501B1882 


(2) 5=57 - $4.10 - 960 ea. 
(3) Small Business 
(4) 9-24-59 = $4.85 - 4,000 ea. 


(5) Competitive negotiation 
(6) Small Business 


54469 O—60———_39 
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15. 


16. 


17. 


18. 


19. 


20. 


21. 


(1) 
(2) 
(3) 
(4) 
(5) 
(6) 


(1) 
(2) 
(3) 
(4) 
(5) 
(6) 


(1) 
(2) 
(3) 
(4) 
(5) 
(6) 


(1) 
(2) 
(3) 
(4) 
(5) 
(6) 


(1) 
(2) 
(3) 
(4) 
(5) 
(6) 


(1) 
(2) 
(3) 
(4) 
(5) 
(6) 


(1) 
(2) 
(3) 
(4) 
(5) 
(6) 
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Thermal R lays - Item 9 - GE P/N B-1931 


12-57 - $4,30 - 200 ea. 
Small Business 
9-24-59 - $4.00 - 200 ea. 


Competitive negotiation 
Small Business 


Thermal Relays - Item 10 - GE P/N RF=-40NC28 


5-57 = $5.95 - 106 ea. 
Small Business 
9-24-59 - $9.35 - 250 ea. 


Competitive negotiation 
Small Business 


Thermal Relays - Item 23 - GE P/N 501 


5-56 - $5.91 - 2,400 ea. 
Small Business 
9-24-59 - $5.55 - 2,550 ea. 


Cempetitive negotiation 
Small Business 


Electron Tube - Type 6BM6A 


6-12-58 - $55.00 - 2,650 ea. 
Large Business 
8-31-59 - $41.63 - 3,000 ea. 


Formal advertising 
Large Business 


Network - Raytheon P/N L=220393-1 


1-59 - $395. - 25 ea. 
Large Business 
9-29-59 - $368. - 100 ea. 


Competitive negotiation 
Large Business 


Semiconductor Devices - Item 1 - Type SV=-3008 


11-58 - $23.00 - 200 ea. 
Large Business 
9=-9-59 - $12.70 - 800 ea. 


Formal advertising 
Large Business 


Semiconductor Devices - Item 2 - Type SV=-3014 


11-58 - $16.00 - 200 ea. 
Large Business 
9=-9-59 - $12.00 - 1,496 ea. 


Formal advertising 
Large Business 


22. 


23. 


24, 


25. 


26. 


27. 


28, 








22 


23. 


24. 


25. 


26. 


27. 


28, 


. (1) 
(2) 
(3) 
(4) 
(5) 
(6) 


(1) 
(2) 
(3) 
(4) 
(5) 
(6) 


(1) 
(2) 
(3) 
(4) 
(5) 
(6) 


(1) 
(2) 
(3) 
(4) 
(5) 
(6) 


(1) 
(2) 


(3) 
(4) 
(5) 
(6) 


(1) 
(2) 
(3) 
(4) 
(5) 
(6) 


(1) 
(2) 
(3) 


(5) 
(6) 
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Amplifier - RF - Appl APS-54 


4-59 - $281.86 - 45 ea. 
Small Business 

10-8-59 - $261. - 150 ea. 
Competitive negotiation 


Small Business 


Connector - Item 1 - HAC P/N CA-3108F12S4S 


1-30-58 - $1.94 - 100 ea. 
Large Business 

10-6-59 - $1.39 - 400 ea. 
Competitive negotiation 


Small Business 


Connector - Item 20 - HAC P/N 2062-113 
6-30-55 - $1.27 - 40 ea, 
Large Business 

10-6-59 ~ $1.85 - 50 ea. 
Competitive negotiatien 


Small Business 


Semiconductor Device - Type J183 

4-59 - $18.54 - 3,700 ea. 
Large Business 

10-6-59 - $14.30 - 4,820 ea. 
Competitive negotiation 


Small Business 


Solenoid - Drawing #50C26144 

Date, Unit Price and Quantity unknewn. Procured on AF 33(600) 
35864 with ATC Company. 

Large Business 

11-18-60 - $4.20 - 7,387 ea. 

Formal advertising 

Small Business 


Semiconductor Device - E,I.A. Type 1N1186 Appl. MAl 


2-59 - $4.00 - 3,000 ea. 
Large Business 
11-2-59 - $3.35 -12,200 ea. 


Formal advertising 
Large Business 


Relay, motor driven = A.W, Haydon P/N M6495 in a/w GE 7430254P2 


6-30-58 - $52.95 - 1,000 ea. 
Large Business 
11-21-59 - $44.40 - 2,500 ea. 


Procured by negotiation 
Small Business 
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29. (1) 
(2) 


(3) 
(4) 
(5) 
(6) 


30. (1) 
(2) 
(3) 
(4) 
(5) 
(6) 


31. (1) 
(2) 
(3) 
(4) 
(5) 
(6) 


32. (1) 
(2) 
(3) 
(4) 
(5) 
(6) 


33. (1) 
(2) 
(3) 
(4) 
(5) 
(6) 


34. (1) 
(2) 
(3) 
(4) 
(5) 
(6) 


35. (1) 
(2) 
(3) 
(4) 
(5) 
(6) 
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Rotary Switch - Hughes Aircraft P/N 973518-1 

Date and Quantity not known. Unit Price $319.00 on Contract 
AF 33(600) 38280 

Large Business 

11-20-59 - $286.11 - 204 ea. 

Competitive negotiation 

Large Business 


Transformer WECO P/N GA-50887 


7-17-59 - $12.85 - 360 ea. 
Large Business 
6-23-58 - $16.28 - 65 pes. 


Competitive negotiation 
Small Business 


Relay, armature - RCA P/N 561004 


7-57 - $5.91 - 1,000 ea. 
Large Business 
9-21-59 - $5.84 - 2,450 ea. 


Formal advertising 
Small Business 


Relay - Hanson, Gorrill and Brian P/N 107 


9-19-58 - $38.92 - 707 ea. 
Large Business 
10-21-59 - $43.58 ~- 500 ea, 


Competitive negotiation 
Large Business | 


Relay, armature - Item 1 - Advance Electric P/N C-8762-1 | 


8-57 - $13.84 - 118 ea. 
Large Business 
12-1-59 - $12.13 = 225 om, 


Competitive negotiation 
Large Business 


Relay, armature - Item 2 - Advance Electric P/N H-8725-1Kl 


6-58 - $10.62 - 170 ea. 
Large Business 
12-1-59 - $ 8.81 - 1,480 ea. 


Competitive negotiation 
Large Business 


Relay, armature - Philco P/N 462-1041 


6-15-57 - $15.68 - 100 ea. 
Large Business 
8-19-59 - $12.12 - 75 ea. 


Procured by negotiation 
Large Business 





36 


37 


38 


39 


40 


41 


Tact 


LK1 


36. 


37. 


38. 


39. 


40. 


4l, 


(1) 
(2) 
(3) 
(4) 
(5) 
(6) 


(1) 
(2) 
(3) 
(4) 
(5) 
(6) 


(1) 
(2) 
(3) 
(4) 
(5) 
(6) 


(1) 
(2) 
(3) 
(4) 
(5) 
(6) 


(1) 
(2) 
(3) 
(4) 
(5) 
(6) 


(1) 
(2) 
(3) 
(4) 
(5) 
(6) 
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Relay, armature - Collins Dwg. 5047896003 


9-23-58 - $22.13 - 1,500 ea. 
Large Business 
1-15-60 - $14.35 - 2,020 ea. 


Procured by negotiation 
Small Business 


Solenoid = electrical - Hydro Aire P/N 455719 


9-58 - $52.973 - 300 ea. 
Large Business 
2-18-60 - 43.50 - 633 ea. 


Procured by negotiation 
Small Business 


Timer, interval - A.W. Haydon P/N M6437 


4-3-58 - $238.70 - 200 ea. 
Large Business 
3-14-60 - $185.00 - 780 ea, 


Procured by negotiation 
Large Business 


Relay, thermal - T. A. Edison P/N B-7105 


2-17-58 - $8.86 - 1,400 ea. 
Large Business 
76-59 - $8.57 - 3,073 ea. 


Procured by negotiation 
Small Business 


Relay, armature - GE P/N GR2790E100A2 


12-13-56 - $12.98 - 110 ea, 
Large Business 
1-25-60 - $13.39 - 100 ea. 


Procured by negotiation 
Small Business 


Magnetron - Type 5J26 


2-2-58 - $379.75 - 689 ea, 
Large Business 
11-24-59 - $367.19 - 1,080 ea. 


Formal advertising 
Large Business 
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AppENpDIx XV 


DEPARTMENT OF THE AIR FORCE 
WASHINGTON 


OFFICE OF THE SECRETARY 


May 3, 1960 


Dear Mr. Chairman: 

The attached information is submitted in response to 
a request by Mr. William McInarnay during the recent hear- 
ing by your Government Procurement Subcommittee. 


Sincerely yours, 


Sarak 






Giger 


Inclosures 


Honorable George A. Smathers 

Chairman, Government Procurement 
Subcommittee 

Select Committee on Small Business 

United States Senate 


54469 O—60 40 
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ARDC LIAISON WITH SCIENCE AND INDUSTRY AND OTHER GOVERNMENT AGENCIES 


At the Headquarters level in the Air Research and Development 
Command (ARDC), the Air Force has a technical liaison group known 
as the ARDC Liaison Organization. It is responsible for technical 
coordination and liaison with research and development activities of 
other Department of Defense and government agencies and industrial 
and educational institutions. (Inclosure 4)' 


The ARDC Liaison Organization consists of four (4) ARDC 
Regional Offices and fifteen (15) ARDC Liaison Offices. (Inclo- 
sure 1) Of the fifteen (15) liaison offices, five (5) are at U. S. 
Navy Research Laboratories; three (3) are at U. S. Army Research 
Laboratories; three (3) are at National Aeronautical and Space 
Administration Research Centers; two (2) are at industrial loca- 
tions; one (1) at an University; and one (1) in the San Francisco 
Bay area. The ARDC Regional Office, Washington, D. C., is located 
in the Main Navy Building and provides technical liaison to various 
naval research activities. In addition, it conducts technical 
liaison with several Army offices and other governmental labora- 
tories in the Washington, D. C., area. 


As appropriate, each regional and liaison office conducts 
technical liaison with as many non-Air Force research activities 
as possible. 


The primary mission of the ARDC Liaison Organization is 
to insure and expedite the exchange of technical information between 


| 


| 


Air Force research programs and the research programs of other agencies, | 


This is done by close contact with, and participation in, their re- 
search projects. Technical information related to program planning, 
progress, and results is collected and disseminated to the appro- 
priate Air Force agencies by means of special or regular reports. 
These may be by telephone, wire, letters, or in personal contacts. 
Information on Air Force research is provided to the host installa- 
tions in much the same way. The exchange may be accomplished by 
the liaison officer as a part of his regular activity or it may 
result from special requests from Air Force or host personnel. 

The Air Force also provides the other services with a series of 
research and development management documents. (Inclosure 3) 

The objective of the exchange is to prevent unnecessary duplication 
of scientific effort with a subsequent savings in time, money, 

and manpower. 


1 Enclosures retained in committee files, 
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The integrated technical liaison system currently utilizes 
forty-four (44) experienced graduate engineers, both military and 
civil service personnel. A major advantage of the system is that 
it provides a maximum amount of technical liaison representation 
with a minimum expenditure of technical manpower. Each office can 
be called on to, and does, provide technical assistance for any Air 
Force research laboratory or office involved in research matters. 
Conversely, the host, or other research facilities, may request and 
receive through these offices assistance and information about Air 
Force research programs and projects. Such a system eliminates 
the need for individual laboratories to maintain full time liaison 
personnel to follow individual projects. These offices also show 
the classified ARDC Staff Film Report to host personnel who hold 
appropriate security clearances. 


Headquarters ARDC also prepares and distributes Applied Re- 
search Planning Documents (ARPD's). (Inclosure 2) These documents 
are Air Force research management documents which outline our 
technical problems and our planned approaches to their solution. 

They are designed to keep all Air Force research personnel informed on 
our long range objectives. At the present time, these have been 

made available to ten (10) Army organizations, sixteen (16) Navy 
offices, two (2) National Aeronautics and Space Administration 

offices, and to six (6) other government offices. 


The Air Research and Development Command has established 
a current index of the type of research together with name of the 
individual researcher. This program, designated CATE (Current ARDC 
Technical Efforts), (Inclosure 5), furnishes to the Army, Navy, and 
other government agencies copies of the up-to-date directories. 
In addition to the government agencies, many industrial companies 
are interested in listing their research and researchers in the 
CATE Directory. This program, which at the present time is admittedly 
limited to the researchers of ARDC, is expected to grow to include 
information concerning the research in many other government 
laboratories and the laboratories of American industry. 


The Armed Services Technical Information Agency (ASTIA) 
provides a central service within the Department of Defense for 
the controlled and timely interchange of scientific and technical 
information in order to promote progress and economy in military 
sponsored research and development and to prevent unnecessary 
duplication of such activities. It is an agency of ARDC, but 
serves all Department of Defense agencies and their contractors. 
ASTIA is responsible for collecting, indexing, cataloging, ab- 
stracting, and storing scientific and technical reports; announc- 
ing the availability of these reports; distributing these reports 
to authorized agencies upon request, providing bibliographic 
services; and agencies. (Inclosure 6) 
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Appenpix XVI 


Letter from G. C. Bannerman, Director for Procurement Policy 


OFFICE OF THE ASSISTANT SECRETARY OF DEFENGE 
WASHINGTON 28, D.C. 





SUPPLY AND LOGISTICS 


MAY 17 1960 


Dear Mr. Chairman: 


During the recent hearings before your Subcommittee on Government 
Procurement, Senate Select Committee on Small Business, there was a dis- 
cussion of the Government's rights under a Department of Defense contract 
which calls for the delivery of engineering drawings to be used in sub- 
sequent procurement. The question arose, whether the Government would 
have any recourse against the original contractor if it is determined 
that mistakes or delay in the subsequent procurement were caused by 
errors in the drawings furnished by the original contractor and accepted 
by the Government. The pertinent discussion appears on pages 513 to 523 
of the transcript.‘ 


In our cost-reimbursement supply contracts, the Government does 
retain among other remedies the right to require correction or replace- 
ment of supplies which are defective in material or workmanship or other- 
wise not in conformity with the contract within a specified period, 
usually six months, after acceptance. There is no time limit on such 
rights if the defects or failures are due to fraud, lack of good faith 
or willful misconduct on the part of the contractor. In fixed-price 
supply contracts, acceptance is conclusive except.as regards latent 
defects, fraud, and such gross mistakes as amount to fraud. Whether an 
error in a drawing would constitute a “latent defect" probably depends 
on the nature of the error and how apparent it should be to the Govern- 
ment's qualified inspector. In all these contracts, of course, the 
Government's rights may be extended by the contractor's guarantees in 
the contract or other special undertakings. 


With some exceptions, our rights in the research and development 
area are not usually as broad. The contract clauses prescribed by our 
regulations for research and development contracts where the primary con- 
tract objective is the delivery of designs, drawings, or reports do not 
contemplate any right to proceed against the contractor after acceptance 
should the designs, drawings, or reports later prove defective. In other 
research and development contracts of the cost-reimbursement type, designs, 
drawings, and reports are excluded from the requirement of replacement or 
correction, within a limited period after acceptance, for failure to com- 
ply with the contract, except as such failure is due to fraud, lack of 
good faith, or willful misconduct. Contractors are understandably reluc- 
tant to guarantee the perfection of research drawings if such guarantees 
would open them to contingent liabilities of undeterminable scope. More- 
over, such guarantees seem inappropriate in those contracts which call for 
reports based on scientific investigations. 


1 
See pages 513 to 523 for discussion referred to. 
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In all research and development contracts, the contractor does 
explicitly agree that the performance of work and services pursuant to 
the requirements of the contract shall conform to high professional 
standards. Moreover, contracts calling for the delivery of drawings 
now usually incorporate by reference the standard military specifica- 
tion on engineering drawings and associated lists, MIL-D-70327, dated 
16 March 1959. This requires adequate procedures for checking, review- 
ing, and maintaining drawings and documents prepared or furnished under 
the specification and reserves the Government's right to review or audit 
such drawings prior to acceptance. 


The problem of obtaining drawings sufficiently accurate for the 
Government's needs is admittedly a most difficult one, but it is in our 
view primarily a problem of contract administration. Despite all pro- 
cedures for review, the vast flood of drawings and the human factor 
inevitably introduce difficulties which it is believed no additional 
contract clause could by itself cure. If the difficulties arise out of 
efforts to defraud the Government, or if there is inadequate delivery of 
documents which the Government has paid for, contractual remedies are of 
course available. In most cases, however, improved administration of 
existing policies should provide the most effective answer. 


It is a pleasure to furnish you with this information on our policies 
on this important matter. 


Sincerely yours, 





Directgr for Procurement Policy 


Honorable George A. Smathers 

Chairman 

Subcommittee on Government Procurement 
Select Committee on Small Business 
United States Senate 
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Appenpix XVII (A) 


U. S. ARMY CHEMICAL CENTER PROCUREMENT AGENCY 
ARMY CHEMICAL CENTER, MARYLAND 


IN REPLY REFER TO. 
CMLMC-PA-1 11 May 1960 


SUBJECT: Letter to ASA (Log), March 22, 1960, from George A. Smathers, 
Chairman, Subcommittee on Government Procurement 


TO: Commanding General 
U. S&S. Army Chemical Center and 
Chemical Corps Materiel Command 
Army Chemical Center, Maryland 
ATTN: CMLAM-M-ZC 


The following statements, lettered to correspond with the subpera. 
graphing of Par 3 of subject letter, are submitted: 


(a) It is the policy of this Agency that sole source procurement 
will be resorted to only in those cases where competition cannot be 
obtained. Each sole source procurement must be fully supported indi- 
vidually, and the contract file must be documented to that extent. 

All requirements of regulations (ASPR, APP and CCPI) as they relate to 
the matter must be complied with. All evidence in support of a sole 
source procurement must be forwarded by the Contract Specialist to the 
Contracting Officer and a review official appointed specifically for 
this purpose for their concurrence or comment, and thence to the Agency | 
Commander who must manually approve the proposed action prior to pro- | 
ceeding therewith. 


(b) This Agency is employed chiefly in the research, development 
and engineering phases of contracting. The U. S. Army Chemical Pro- 
curement District, New York, has primary responsibility for all major 
supply and production type contracting in the Chemical Corps. In 
research, development and engineering stages, it is recognized that 
it is most important to obtain the best technical and scientific 
talents available and that technical and scientific personnel are in 
the best position to evaluate the relative technical capabilities of 
the various offerors. For this reason, the Contracting Officer assures 
himself that the membership of the Technical Evaluation Team consists 
of members qualified in the sciences inherent to the particular procure- 
ment. Having done this, he utilizes this team to evaluate all technical 
factors such as approach, capability of contractor personnel and avail- 
ability of required facilities, etc.; and to rank them in order of 
preference from a purely technical perspective. The advice of the 
Technical Evaluation Team is eonsidered by the Contracting Officer, 
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CMLMC -PA-1 11 May 1960 
gUBJECT: Letter to ASA (Log), March 22, 1960, from George A. Smathers, 
Chairman, Subcommittee on Government Procurement 


along with other elements such as financial and cost analyses, status of 
contractor (large or small business), backlog of work, etc., in the mak- 
ing of award. While the Contracting Officer has ultimate authority for 
award, he relies most heavily on the Evaluation Team's technical advice. 


(c) Application of the procedure set forth in (a) above has, in 
iteelf, many times resulted in acquisition of competition where other- 
wise @ sole source procurement may have occurred. Other efforts now 
in effect to minimize sole source procurements are as follows: 


(1) In the field of research, development and engineering, 
the need for continuous liaison between Government scientists and engi- 
neers and their industrial counterparts to promote the state of the art 
or science is recognized, as is the fact that it is through such liai- 
son that the basis for many research and development programs may emerge. 
During programed briefings on procurement by this Agency at customer 
activities, the need for and the benefits that result from competition 
and utilization of Small Business concerns are emphasized. Customer 
activities are continually encouraged to fully investigate capabilities 
of all new sources contacted and are requested to look for sources in 
specific areas where known capability is limited. They report back to 
this Agency on all sources so located. 


(2) Other activities of the Chemical Corps, located nation- 
wide, are used to locate and evaluate capabilities of sources in their 
respective areas. Recognizing the many peculiarities of research and 
development type contracting, representatives of these activities have 
been brought to Army Chemical Center for briefings on this subject and 
are scheduled to return for short periods of active duty in this Agency 
to increase their knowledge of research and development procurement. 


(3) Complete Contractors’ Histories are maintained to in- 
clude complete information on facilities, technical capabilities and 
specific areas of primary interest. These are used in conjunction 
with master bidders’ lists maintained in this Agency and are inter- 
changed with other activities employed in research and development 
type contracting. 


(4) In requesting the negotiation of a research and develop- 
ment type contract, the requesting activity furnishes a schedule or 
"scope" of services required which is counterpart to drawings and speci- 
fications on supply type procurement and is, of necessity, technical in 
nature. To assure that competition will not be unduly restricted, 
technical and legal personnel of this Agency assist scientific and 
professional personnel of the customer activity in drafting the scope 
80 that it witl conform to procurement regulations, will not contain 
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CMLMC-PA-1 LL May 194; 
SUBJECT: Letter to ASA (log), March 22, 1960, from George A. Smathers 
Chairman, Subcommittee on Government Procurement 


unduly restrictive requirements and will present the program in such, 
manner that it will encourage maximm interest. 


(5) On unusually complex programs and those where sources 
are known to be limited, this Agency conducts pre-proposal meetings, 
All or a fair proportion of all kmown sources as may be considered 
necessary, consistent with regulations, are invited to attend. At 
these meetings, Government technical and scientific personnel fully 
explain the "scope", furnish knowledge already gained in the field 
and present a suggested plan for carrying out the proposed work. Cop. 
ferees are later requested to furnish formal proposals. 


(6) Local representative of the Small Business Administratig, 
visits this Agency on a schedule, once weekly. His assistance is re. 
quested on all programs where known sources, especially Small Business | 
sources, are limited. 


(7) Within the Chemical Corps, a system employing the use 
of Associate Project Engineers is used to insure maximum coordination 
of all phases of procurement. Under this system, Project Engineers | 
from the Research and Development Command, the Engineering Command, ani 
the Materiel Command are assigned at the very inception of a research 
and development program to monitor the progress of the work and to 
bring into the program at the earliest possible moment the considera- 
tions of prime importance to their respective commands. This tean 
functions with the Project Engineer from the Research and Development 
Command as Project Engineer during the time the program is in the 
research and development phase with other members being Associates. 
As the emphasis shifts to Engineering Command and subsequently to 
Materiel Command areas of interest, so does the position of Project 
Engineer with the others then becoming Associates. This system 
assures adequacy of drawings and specifications and development to 
permit maximm adaptability to existing production facilities, thereby 
minimizing possibility of sole source procurements during later supply | 
procurement phase. 


(a) All of the programs listed in (c) above are accomplished as ({ 
@ coordinated effort between research, development, engineering and 
procurement teams. 


= 


(e) Five copies of organization chart of the Agency are inclosed. | 
Contracting Officers and their staffs of Contract Specialists, Procure- | 
ment Agents and Cost Analysts are located in both the Research and 
Development Procurement and the Materiel Procurement Divisions with 
technical and legal members of their Contract Negotiation Teams being 
furnished by the Technical Service and-legal Divisions. The Technical 
Evaluation Team is separate and distinct from the Contract Negotiation 
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CMLMC-PA-1 11 May 1960 

SUBJECT: Letter to ASA (Log), March 22, 1960, from George A. Smathers, 
Chairman, Subcommittee on Government Procurement 


feam and includes appropriate technical and scientific personnel of the 
customer activity such as Project Engineers and their associates, and 
technical personnel of this Agency. 


(f) ‘Inasmch as Armed Services Procurement Regulation as imple- 
mented by Army Procurement Procedure and Chemical Corps Procurement 
Instruction’ has been found adequate for all contracting activities, this 
Agency has no separate standard operating procurement procedures. 


wm a” c(* vi 


1 Incl (quint) rs JOHN A. McCURDY 
ACCPA Org Chart / Major, Cml C 
o Commanding 


——————— 


Chemical Corps Procurement Instruction retained in committee files, 
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Appenpix XVII (B) 


UNITED STATES ARMY CHEMICAL PROCUREMENT DISTRICT, NEW YORK 
290 BROADWAY 
NEW YORK 7, NEW YORK 


IN REPLY REFER TO: 


CMLMC-NY-Z-1 12 April 1960 





SUBJECT: Letter te ASA(LOG) March 22, 1960 from 
George A. Smathers, Chairman, Subcommittee on 
Gevermmeat Procurement 


TO: Commanding General 
U. 8. Army Chemical Center and 
Chemical Corps Materiel Command 
Army Chemical Center, Maryland 
ATTN: Directerate Industrial Operations 
(BLBG. MO. 1) 


1. The following comments are submitted in compliance with Par. 3 
of subject letter. Sub-paragraphs below are identified to cerrespond 
with sub-paragraphs of Par. 3 above. 


& Utilization is limited te instances where extenuating cir- 
cumstances preclude procurement of the required supplies er service by 
ether means. Sele source procurement must be fully justified. Te pro- 
ceed with a sole source action, negotiating personnel must satisfy the 
Armed Services Procurement Regulations, Army Procurement Procedures 
and Chemical Corps Procurement Instructions in all respects. In addi- 
tion, concurrence of the Legal Adviser must be obtained. All memorandums 
of record dealing with the procurement are then forwarded through Chief, 
Procurement Division to the Commanding Officer for final appreval of 
the propesed action. Contracting Officers are authorized to preceed 
with sole seurce procurements only after the previously cited apprevals 

| are obtained. 


b. Im all awards of this District, a negotiating team con- 

sisting of an Engineer, Price Analyst, Quality Surety Specialist, Nego- 

tiator, and where necessary, a Legal Adviser, is employed. Each indivi- 

dual is responsible fer his specialty area and submits an individual 

report to the Centracting Officer with his own recommendation as to a 
contractor's qualifications, This recommendation is based on a survey 

ef prospective centractor's facilities, The submitted reports are eval- 
wated by the Contracting Officer whe makes the decision. Where the 

Contracting Officer decides to pursue a course of action contrary te the 
| recommendation ef the technical personnel, he is required to advise 
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CMLMC-NY-Z-1 12 Apr 60 | 
SUBJECT: Letter to ASA(LOG) March 22, 1960 from 
George A. Smathers, Chairman, Subcommittee on 
Government Precurement 


supervisory and command personnel of his intent and reasons for same, 
The same individuals are also present at all negotiations as part of 
the Contracting Officer's negotiating team. 


ce To reduce sole source purchases, this District has taken 
the following actions: 


1. For items of @ proprietary nature, an attempt is made 
to obtain specifications or purchase descriptions which will permit com 
petition. Im the event circumstances prevent preparation of a purchase 
description or a specification, a list of distributors is then obtained, 
Additionally, a release to permit the distributors to competitively par- 
ticipate in formal advertising without regard to manufacturers pricing 
policy is also obtained. 


2. Mew sources are sought by utilization of other Chemical 
Corps Districts and Field Liaison Offices located in various parts of 
the nation. | 


3. Bidders’ Lists are obtained from other Chemical Corps 
Districts and Field Liaison Offices which are then included in the Master 
Bidders’ List maintained by this office. 


(Examples of the District's effort to generate competition are attached | 
as Incls. 1 thru 6.) 


d. Engineers from this office are assigned as Associate Project 
Engineers for items during the Research and Development phase which per- 
mits them to work closely with the Chemical Warfare Laboratories, Chemical 
Corps Engineering Command, and contractor from the inception of the Pro- 
gram until an item is type classified. During this phase, he becomes ac- 
quainted with the problems, the remedies and an exceptional opportunity 
to strive for drawings and specifications that will permit competition 
after type classification of an iten. 


After type classification, the Engineer from the District 
may then become the Project Engineer and it is he who becomes a member 
of the Contracting Officer's negotiating team. He remains in this cap- 
acity until completion of the contract. 


e@. Flew Chart, “Processing ef Procurement Authorization" is 
attached as Incl. 7. 


ict 
er 


>ap- 
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CMLNC-NY-Z-1 12 Apr 60 
SUBJECT: Letter to ASA(LOG) March 22, 1960 from 
George A. Smathers, Chairman, Subcommittee on 
Government Procurement 


f. This office does not have a standard operating procurement 
procedure as such, The responsibilities of each Division are spelled out 
in the District Functional Manual and all actions are taken to satisfy 
the requirements of the Armed Services Procurement Regulations, Army Pro- 
curement Procedures and the Chemical Corps Procurement Instructions. The 
Chemical Corps Procurement Instructions, which further clarify and im- 
plement the Armed Services Procurement Regulations and the Army Procure- 
gent Precedures, are considered sufficient to effect all procurement 
actions. Only on occasion dees this office issue further instructions 
to implement a regulation from higher Headquarters. It is the policy of 
this District to minimize issuance of further documents which may dupli- 
cate material included in the Armed Services Precurement Regulations, 
Army Procurement Procedures and the Chemical Corps Procurement Instructions. 


hal) Petr 


FOR THE COMMANDER: 


7 Incls (/ JOHN'S. SZALA, JR. 
1 - 6 Examples as V Chief, Procurement Division 
cited in Par lc 
7 Flow Chart 
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APPENDIX XVIII 


SECTION 1 INFORMATION RELATING TO RESEARCH 
AND DEVELOPMENT 
(June 1,1960) 


a. U.S.A Si Corps Technical Committee 


The technical committee system makes possible expeditious 
coordination of research, development and related matters within the Amy, 
as well as with other agencies such as the Navy and Air Force. This 
provides for approving and recording actions dealing with the military and 
technical characteristics of equipment to be dsveloped, with the ini 
change in scope, suspension and termination of R&D projects and with the 
type classification of developed equipment, for example as Standard, or with 
reclassification of such equipment, for example from Standard to Obsolete, 
The U. S. Amy Signal Corps Technical Committee is composed of members who 
are all Army representatives, and authorised observers who include Navy end 
Air Force representatives. The Committee meets monthly or more often to 
discuss agenda papers which are circulated to all members and authorised 
observers in advance of the meeting, Official comments made by observers 
are included in the minutes of the meeting. Copies of the minutes are 
distributed to all members and observers. 


b. R&D Project Card (DD Form 613) 


Following any action of the U, S. Army Signal Corps Technical 
Committee relating to the initiation, change in scope, su on or terni. 
nation of an R&D project, an R&D Project Card (DD Form 413) is prepared and 
distributed to all interested activities, including those of the Navy and 
Air Force, This card describes the project and includes information 
concerning the requirement for the project, the objective sought, the 
proposed engineering or scientific approach, the interested agencies, the 
contractor or goverment laboratory to be used, the estimated completion 
date, the epproximate amount of money involved and any related projects, 


Co Preis — Consolidated Research and Development Annual 


The U. S. Army Signal Corps prepares an ennual report on all 
projects in its R&D program and distributes this report to all interested 
activities including those of the Navy and Air Foree. This report shows, 
as to each project, the accomplishments during the past year, together with 
the plans and objectives for the coming year, 


' This information is in response to Mr. McNarnay’s question: “What procedure 
have you got set up to exchange technical information with the other two military 
departments?” (See p. 184.) 


| 
| 
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a 
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a 5, A Si R s 


The U. 3. Army Signal Research and Development Laboratory, 
fort Momouth, New Jersey, publishes monthly a Research and 
wich ie prinarily intended for Signal Compe use, but is also 
many Navy and Air Force activities. This Summary describes 
icdideeubethake enndotunadh tenpeen aun oftae Seen hated 
done by the Laboratery staff and by contractors on behalf of the Laboratory. 


i 


@. Technical Reporte 
Technical reports delivered under U. 3. Army Signal Corpse R&D 
emtracts and guch by Signal Corps RAD activities ere 


f, Liaison Officers 


Coordination and exchange of technical information is also 
accomplished through liaison officers. The U. 8S, Army Signal Corps 
maintains five liaison offices in connection with Air Fores and Navy 
activities. The Air Force ad Navy each maintain a liaison office at the 
aain Signal Corps R&D activity which is the U, 3. Army Signal Research and 
Development Laboratory, Fort Monmouth, New Jersey. 


@- Boards, Committees, Councils and Commissions 


The U. S, Army Signal Corps is represented on many boards, 
committees, councils or comissions which also include Air Fores end Navy 
representatives, These groups thus also serve as a means of exchanging 

information with the Air Foros and Navy. 


he Sympociume 


The Signal Corps holds symposiuss on technical subjects and in 
this way also exchanges technical information with the Navy and Air Force. 
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PRODUCTION-TYPE DIFORMATICN 


SSCTION 2 
a Speci fications end standards 


The procedures used by the U. 5. Army Signal Corps for as 
interchanging specifications and standards of the limited coordination ©) 
type with the Navy and Air Force are the same as those set forth in nb 
aaty 6 of Standardisation Manual M 202A (AR 715-52), “Military Manual 

‘or Specifications", and in Section 9 of Standardisation Manual M 2038 4 
(AR 715-51), "Military Manual for Standards, Standardisation Studies and 
Handbooks". In the case of coordinated specifications and standards, the — 
U. S. Army Signal Corps arranges with the © Adjutant General, U. S. Arny, i 
for distribution of these documents to the Navy and Air Force. The defi. 
nitions of coordinated and limited coordination specifications are given 
in Par, 34, Section 3, of Manual M 202k. The definitions of coordinated’ 
and limited coordination standards are given in Par. 3.3, Section 3, of 
Maermal M 2038. 


b. Production-type drawings 


Since October 1958, the U. S. Army Signal Compe has farce 
large quantities of eee coe Se eee form on an , 
automatic-distribution basis to the Air Force. The Signal Corps is pres. 
ently investigating the possibility of furnishing such drawings on a 
similar basis to the Navy. 


ce Technical manuals 


The U. S, Army Signal Corps has a regular say 
based on Army Regulation 310-70 (Air Force Regulation Sal3) * owen toy 
Publications - Preparation, Procurement, and Joint Use of Technical Data 
end Pubicathcne", fer -anaiing 00 he Als Fores interasthen shout Staal 
Corps technical manuals which are being prepared, The Air Force reciproe — 
cates with information about Air Force manuals which are under 4 
No similar procedure now exists for exchanging information about ena 
manuals with the Navy. 


XxX 








